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What a difference a day makes – taper tantrum part two
September marked a distinct reversal in the price action of
European equities which were on a roaring ascent for seven
consecutive months. In fact, most Western stock markets saw
profit-taking in September as leading central banks adopted a
more hawkish stance to the timing of starting to taper their
respective bond-buying programs. As always, the Fed has been
very clear that monetary stimulus will be gradually scaled back
depending on the pace of economic recovery, employment and
inflation. The first hint that the sugar bowl would be removed
followed from the FOMC meeting on the 28th of July when
Chairman Jerome Powell remarked that ‘transitory’ inflationary
pressures were at large in the US. At the annual central bank
symposium in Wyoming on the 27th of August, Powell clarified
that the Bank would differentiate between: (i) when the actual
tapering process will start and; (ii) when the Bank will begin to
raise interest rates. As the economic recovery, supply-chain
issues, higher energy prices etc. have gradually pushed inflation
and inflation-expectations higher, the FOMC meeting on the
22nd of September made it clear that the tapering process may
commence soon after the Bank’s next meeting on the 3rd of
November.
Against this backdrop, the price action of asset classes
dramatically changed following the Fed’s comments in
September. Long bond yields shot up (similar to what happened
in February following the FOMC meeting on the 27th of January)
and the US dollar started to appreciate. While a stronger US
dollar normally benefits European equities (and indeed
European Focus) given the region’s significant exportdependency, higher bond yields generally have a negative
impact on equity markets – and – initially on growth stocks in
particular. Although the vast majority of the Portfolio holdings
in European Focus are ‘European Champions’ with leading-global
footprints and pricing power, these attributes tend to command
a premium valuation against the broader market. Consequently,
European Focus had a weak month in September. The Fund fell
by -6.67% in absolute terms vs. -3.01% of the benchmark index
(-366bps underperformance), but the Fund still showed a
healthy gain of +19.65% for the year to the end of September
vs. +16.20% of the benchmark (+345bps outperformance).
Closer analysis shows that the bulk of the underperformance of
the Portfolio in September was triggered by the Fed’s
communiqué on the 22nd, i.e. over the last six trading days of
the month.
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The table below shows some market metrics from the end of August until the FOMC meeting starting on the 21st of
September, over the last six trading sessions of September and during the full month. The left-part of the table (31-Aug
to 21-Sep) shows that over the first three weeks, most factors behaved similarly to how they had behaved during most
of 2021 and the Portfolio duly outperformed its benchmark. The middle-part of the table (21-Sep to 30-Sep) illustrates
the development of the six last trading sessions and the right-part of the table (31-Aug to 30-Sep) the performance over
the month of September.
Date

31/08/2021

21/09/2021

Oil ($)

68.5

70.56

EUR/USD

1.181

US10yr

% Chg 31/8

% Chg 21/9

30/09/2021

3.01%

70.56

75.03

6.34%

68.5

75.03

9.53%

1.173

0.67%

1.173

1.157

1.34%

1.181

1.157

2.00%

1.31

1.32

1.05%

1.32

1.4873

12.45%

1.31

1.49

13.64%

US5yr

0.77

0.83

7.35%

0.83

0.9649

16.37%

0.77

0.96

24.92%

US2yr

0.21

0.21

2.20%

0.21

0.2755

28.80%

0.21

0.28

31.63%

S&P500

4522.68

4354.19

-3.73%

4354.19

4307.54

-1.07%

4522.68

4307.54

-4.76%

MSCI

282.62

275.68

-2.46%

275.68

274.11

-0.57%

282.62

274.11

-3.01%

Energy

102.14

105.39

3.18%

105.39

115.13

9.24%

102.14

115.13

12.72%

Finance

63.03

60.31

-4.32%

60.31

63.11

4.64%

63.03

63.11

0.13%

Materials

353.94

326.58

-7.73%

326.58

327.32

0.23%

353.94

327.32

-7.52%

Tech/IT

195.02

195.59

0.29%

195.59

182.05

-6.92%

195.02

182.05

-6.65%

to 30/9

31/08/2021 30/09/2021

% Chg 31/8

21/09/2021

to 21/9

to 30/9

Source: Bloomberg
Analysing the different factors, the table shows that oil performed particularly well last month (the oil price started to
move higher in a more distinct fashion from around mid-August) and it closed nearly +10% higher in September. The US
dollar considerably strengthened against the euro following the FOMC meeting. Since there is normally a negative
correlation between the oil price and the US dollar (i.e. a weaker dollar tends to lead to a higher oil price), we construe
that the higher prices for oil as well as the US dollar on this occasion pertained to ‘other factors’, such as higher energy
demand in China, shortage of natural gas reserves in Europe, the UK petrol crisis and the risk of energy/electricity
disruptions during the forthcoming winter.
It is also noticeable how bond yields moved higher since the FOMC meeting – particularly over two-and-five-year
durations. The S&P 500 and our benchmark index, the MSCI Europe index, both fell during September with the bulk of
the drawdowns occurring from the 21st. When looking at the sector breakdown for Europe, energy stocks performed
well throughout September while financial stocks (primarily banks and insurance companies) did very well over the last
six trading sessions of the month. While European technology and IT stocks performed well until the 21st of September
(the sector appreciated by +0.29% and the MSCI Europe index fell by -3.73%), there was a considerable drawdown from
that date until the end of the month (-6.92% vs. -0.57% respectively).
A closer look at the performance of European Focus in the last column of the table shows that, primarily due to higher
bond yields the Portfolio suffered greatly from the 21st September until the end of the month. Hence, in the month to
the end of 21st September, the Portfolio fell by only -0.77% vs. -2.46% of the benchmark (i.e. an outperformance of
+246bps) while for the year to the end of 21st September, the Fund had risen by +27.21% vs. +16.87% of the benchmark
(i.e. an outperformance of +1034bps).
Given the tilt of European Focus towards growth stocks, it is clear that the latter part of September did not offer great
trading conditions for the Fund as some of the larger positions performed the worst. Zalando fell by -15.4%; Tomra
14.4% Atlas Copco -10.2% and L’Oréal -10.0%. The best performing stock in September was Diageo (+3.2%) following
-14.4%,
an upbeat AGM/trading statement that the company had made ‘a strong start to FY21/22’. The other outperformers in
the Portfolio last month all had more-or-less defensive biases, such as EssilorLuxottica (-0.5%); Novo Nordisk (-1.0%)
and Nestlé (-2.6%).
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Given the multi-year bull market for equities (and indeed for bonds) – it has been a worthwhile strategy to ‘buy on the
dips’. Against this backdrop some market observers may find it contentious to recommend investing in a stock (or a
fund) after a brief period of underperformance – especially now when bond yields have been rising. Such a view
coincides with remarks from various market commentators and even the Fed that supply-side constraints have caused
more investors to query whether inflation will be transitory or longer lasting. In fact, this has caused some to argue that
the world may even enter a period of stagflation.
The knee-jerk reaction when bond yields move higher is to take profits in growth stocks (similar to what happened in
1Q21). However, we note such companies generally have better pricing power (as indeed those in European Focus)
compared with those in the broader market and this attribute should become ever more important if the world moves
into a slower pace of growth with stagflation-like characteristics. If bond yields were to continue to move higher when
inflationary pressures are building, companies with pricing power should be better positioned to raise their prices.
Furthermore, on several occasions in the past we have commented that investors’ focus will shift with more attention
placed on the balance sheet strength of companies and in this context, European Focus stands out. Our analysis shows
that the Portfolio currently has a net debt to EBITDA ratio of around 1x which compares with around 3x of the MSCI
Europe index. In short, it should be considerably less painful for the companies in European Focus to service much
lower interest expenses than it will be for the broader European market, which is on average more heavily indebted,
and this should ensure a solid relative performance for the Fund going forward.
In our opinion, the key impetus to the strong performance of equities in 2021 was anticipation of higher corporate
growth rates (for sales as well as for profits). In this respect, we make two observations. First, base numbers for
comparison in 1Q21 and 2Q21 were highly attractive due to the severe magnitude of the lockdowns in the 1Q20 and
2Q20.
2021 has so far seen a gradual build-up of economic activity in most of Europe, but since many European countries
have partly re-opened in 3Q20, it may suggest that base numbers for comparison may become slightly more difficult in
the short term. However, this should prove to be only a temporary issue since most of Europe reimposed strict
lockdown restrictions in 4Q20. Furthermore, since the lockdowns in 4Q20 continued into 1Q21 as well as 2Q21, we
would argue that the forthcoming 1Q22 and 2Q22 reporting periods should face relatively easy base numbers for
comparisons.

Secondly, on several occasions in the past we have argued that it is a fool’s game trying to predict exchange rates.
Nonetheless, we believe the current ‘direction of travel’ speaks for a stronger US dollar vs. the Euro as the Fed is ahead
of the ECB in terms of its tightening cycle. According to our calculations, the current US dollar rate stands more than 3%
stronger against the Euro for 1Q22 as well as 2Q22. This should help to further bolster analysts’ sales and earnings
estimates when revisions are made over the next few reporting periods.
Christian Diebitsch, Fund Manager
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I Important Information
Past performance is not an indication or guarantee of future performance and no representation or warranty is made
regarding future performance. This communication is for information purposes only. It is not an invitation or
inducement to engage in investment activity.
The document is provided for information purposes only and does not constitute investment advice or any
recommendation to buy, or sell or otherwise transact in any investments. The document is not intended to be
construed as investment research. The contents of this document are based upon sources of information which
Heptagon Capital believes to be reliable. However, except to the extent required by applicable law or regulations, no
guarantee, warranty or representation (express or implied) is given as to the accuracy or completeness of this
document or its contents and, Heptagon Capital, its affiliate companies and its members, officers, employees, agents
and advisors do not accept any liability or responsibility in respect of the information or any views expressed herein.
Opinions expressed whether in general or in both on the performance of individual investments and in a wider
economic context represent the views of the contributor at the time of preparation. Where this document provides
forward-looking statements which are based on relevant reports, current opinions, expectations and projections, actual
results could differ materially from those anticipated in such statements. All opinions and estimates included in the
document are subject to change without notice and Heptagon Capital is under no obligation to update or revise
information contained in the document. Furthermore, Heptagon Capital disclaims any liability for any loss, damage,
costs or expenses (including direct, indirect, special and consequential) howsoever arising which any person may suffer
or incur as a result of viewing or utilizing any information included in this document.
The document is protected by copyright. The use of any trademarks and logos displayed in the document without
Heptagon Capital's prior written consent is strictly prohibited. Information in the document must not be published or
redistributed without Heptagon Capital's prior written consent.
For all definitions of the financial terms used within this document, please refer to the glossary on our website:
https://www.heptagon-capital.com/glossary.

I Risk Warnings
The Fund is subject to special risk considerations including geographic concentration risk, portfolio concentration risk
and operational risk. The investment return and principal value of an investment will fluctuate so that the investor’s
shares, when redeemed, may be worth more or less than their original cost. Any investor should consider the
investment objectives, risks and charges and expenses of the fund carefully before investing. Where an investment is
denominated in a currency other than the investor’s currency, changes in rates of exchange may have an adverse effect
on the value, price of, or income derived from the investment.

I SFDR
This Fund has been classified as an Article 8 for the purposes of the EU’s Sustainable Finance Disclosure Regulation
(‘SFDR’). The Fund promotes environmental and/or social characteristics but does not have sustainable investment as its
primary objective. It might invest partially in assets that have a sustainable objective, for instance assets that are
qualified as sustainable according to EU classifications but does not place significantly higher importance on the
environmental objective of each underlying investment. Please see prospectus for further information on the Funds
environmental and/or social characteristics and relevant sustainability risks and principal adverse impacts which may
impact the Fund’s performance.
Authorised & Regulated by the Financial Conduct Authority (FRN: 403304)
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I Disclaimers
Source: MSCI. The MSCI information may only be used for your internal use, may not be reproduced or redisseminated
in any form and may not be used as a basis for or a component of any financial instruments or products or indices.
None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain
from making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not
be taken as an indication or guarantee of any future performance analysis, forecast or prediction. The MSCI information
is provided on an “as is” basis and the user of this information assumes the entire risk of any use made of this
information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating
any MSCI information (collectively, the “MSCI Parties”) expressly disclaims all warranties (including, without limitation,
any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a
particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI
Party have any liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation,
lost profits) or any other damages. (www.msci.com)
The Global Industry Classification Standard (“GICS”) was developed by and is the exclusive property and a service mark
of MSCI Inc. (“MSCI”) and S&P Global Market Intelligence (“S&P”) and is licensed for use by Heptagon Fund ICAV. Neither
MSCI, S&P, nor any other party involved in making or compiling the GICS or any GICS classifications makes any express
or implied warranties or representations with respect to such standard or classification (or the results to be obtained by
the use thereof), and all such parties hereby expressly disclaim all warranties of originality, accuracy, completeness,
merchantability and fitness for a particular purpose with respect to any of such standard or classification. Without
limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or
compiling the GICS or any GICS classifications have any liability for any direct, indirect, special, punitive, consequential or
any other damages (including lost profits) even if notified of the possibility of such damages.
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