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Supply-chain problems vs. price increases
European equities bounced back nicely in October. From a
sector point of view, European utility stocks performed the best
last month (+8.2%), followed by the consumer discretionary
sector (+6.4%) and information technology (+6.3%). Although
deep-value sectors performed well like financials (+5.9%) and
energy stocks (+3.6%), the latter did not keep up with the rise of
the oil price which rose by another +11.4% in October.
European Focus also had a good month. The Fund
strengthened by +6.7% against the MSCI Europe net benchmark
index, which rose by +4.7% in comparison (an outperformance
of +202bps). Following the broader drawdown of stock markets
in September, this means that YTD, European Focus has still
advanced by +27.6% vs. +21.6% of the benchmark (an
outperformance of +602bps).
There was a big contrast when comparing the top and the
bottom performers in October. The Norwegian recycling
company, Tomra, performed the best (+19.2%) on the back of a
strong quarterly set of results. This was followed by the French
luxury goods company, Hermès (+14.5%) and the world’s
largest insulin producer, the Danish Novo Nordisk (+13.3%). It
was pleasing to note that one of our very recent additions to
the Portfolio in October got on to a good start; it was the Swiss
dental implant provider, Straumann (+13.0%) followed by the
world’s largest 3D-software provider, Dassault Systèmes
(+10.8%). Only one stock performed badly, it was the French
testing specialist, Eurofins Scientific (-8.0%), while the drops of
the other underperformers (Beiersdorf, Intertek and SGS),
were contained to a range of -1.7% to -0.7%. Against this
backdrop, we construe that stocks pertaining to the ‘TIC’
(testing/inspection/certification) segment were out-of-favour –
possibly because market participants are starting to anticipate
light at the end of the pandemic tunnel.
October also marked the start of the 3Q21 reporting season.
During the month, 11 Portfolio companies (with a 55%
combined weighting) announced figures. Although most of the
companies’ announcements exceeded market expectations, the
overriding topic that was discussed related to supply-chain
constraints. It was noticeable that the companies’ underlying
shares saw higher-than-normal volatility around the reporting
dates as the intricacies of businesses’ different supply-chain
issues were discussed.
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In our opinion, the Portfolio’s largest holding, the Dutch semi-conductor equipment manufacturer, ASML, summarised
this topic the best: ‘Who hasn’t gotten them (i.e. supply-chain issues)? But we’ll overcome them…’ Another Universe company
(currently not a Portfolio holding), Assa Abloy, also characterised this issue neatly: ‘Our key challenges ahead are linked
to: higher raw materials prices, logistics planning and rising salaries…’
We have tried to bring some order into the messy topic of supply-chains. Sadly, we infer that businesses’ supply-chain
constraints will remain a testing topic for several quarters to come and the net effect is that prices (i.e. inflation) will
have to rise further – possibly well into 2H22 when it is likely the base numbers for comparison will look more
favourable.
Listening to the comments made by those companies which announced figures in October, raw materials prices have
increased (sometimes dramatically), but that price increases have started to level off. For example, using the iron ore
price in China, the world’s biggest consumer of this commodity, as a proxy (with possibly energy as the only major
exception), we believe this is a correct observation.
A related topic is the general shortage of semi-conductors and the global constraint to the manufacturing capacity of
semis, which is currently concentrated to Asia. Given the ongoing environmental tightening of exhaust regulations, we
sense that the automotive industry in particular is suffering from these shortages as production plants have had to
close down and/or operate on reduced capacity. Given the switch to – and the scaling up of – electric vehicle
manufacturing, which will require a massive increase in the number of semis per vehicle, the entire car manufacturing
industry appears to be in a limbo as several producers are voicing concerns that delivery times for their new vehicles
are around six months or even longer.
What seems to be at the heart of businesses’ supply-chain constraints (over-and-above higher raw materials and
component prices as well as the shortage of the semis) is the fact that companies cannot plan ahead. Again, referring to
a remark made by Assa Abloy, its management commented that forward looking visibility is currently down to around
six weeks compared with some six months which is normally the case. In essence, according to Assa Abloy the issue is
not the impact from actual lost sales opportunities, (at least so far) the key problem is operational. As component
deliveries are often ad hoc, there is a great strain on how organisations plan and prioritise where production should
take place, which factories should be allocated what components and whether the correct components actually arrive
or not. Although Assa Abloy was more vocal about these bottlenecks than many of its peers, we believe more or less
every business is in the same situation. Hence, the above remark from ASML seems to summarise the whole situation
up quite well.
Moving on from the companies to further back in the supply-chain, given the log-jam at container ports, where ships
sometimes have to be re-routed as port authorities cannot cope with storage space and lack of lorry drivers etc, we
believe the whole issue is extremely complex and won’t be resolved in the short-term. For example, in Britain’s largest
container port, Felixstowe, it has come to our attention that ships sometimes don’t even bother to dock and unload the
containers as they run the risk of getting stuck with the containers still loaded on the ships as all the land-based storage
spaces are full and there are not enough lorry drivers to move the incoming products to their various destinations.
Although the UK may be somewhat unique because of Brexit related bottlenecks that pertain to the availability of lorry
drivers, we doubt it is much better elsewhere. In conclusion, we construe that for what appears to be a contained
problem relating to businesses’ supply-chains, the ripples have wide-ranging consequences to society at large which will
ultimately affect pricing (i.e. inflation). In conclusion, we infer that those customers who can pay up are likely to get
priority.
From a Portfolio construction point of view, one way to mitigate these issues is to balance the Portfolio to more service
and software related exposures and this is what we have done. First, we initiated a position in a new Universe company,
Adyen, the Dutch payment provider. Secondly, we have ensured that there are exposures to service-based businesses.
Our long-standing holding in Dassault Systèmes (the world’s largest provider of 3D-software), which has been part of
the Fund since its inception in August 2014, is such an example. Another long-term holding, Eurofins Scientific (which
we partly pruned in August because of concerns that the exceptionally large volumes of testing opportunities relating to
COVID-19 will come to an end), should still continue to prosper. Not only do we believe that ‘testing’ as a concept has
made a step-change following the pandemic, but COVID-19 cases have again started to rise as economies are opening
up.
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Moreover, this trend may be exacerbated by the colder autumn and winter weather. Thirdly, we would also argue that
businesses which are providing ‘critical products’, such as stocks in the healthcare sector, will be prioritised by
governments and regulators. One such business is Novo Nordisk, which we commented on earlier in this report and
delivered an excellent 3Q21 set of results.
On a more positive note, the profit margin of the companies which have so far reported appears to have held up better
than the market expected. This implies that: (i) businesses’ cost-containment is still at large as companies remain
reluctant to send staff out travelling, participating at exhibitions, conferences and similar and; (ii) price increases are
gradually coming through. In our opinion, this suggests that companies continue to be more flexible and nimble than
the market participants are giving them credit for.

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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