
 

 

 

 

 

 
 

 

 

 

Hérens Quality AM is a specialized provider of systematic Quality Investment Solutions and one of the few providers of 
Quality equity investment strategies worldwide. Corporate Excellence Insight is our monthly publication that includes a 
brief update on markets and our thoughts about major trends that are impacting the investment management industry.  

By sifting potential investment targets 

through the list of rigidly selected criteria, we 

eliminate risk on company level, or through 

quality, unlike “diversified portfolios” that 

attempt to do so through quantity by adding 

multitude of different stocks. 

 

 

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. 

MONTHLY TOPIC: OUR TOP CONVICTION PORTFOLIO   

MARKET UPDATE: INFLATION CONCERNS 
In September global shares suffered their worst rout since January as heavy tech sell-off on last week of the month led markets to their steepest 

drop since mid-July Fed policymakers indicated they are ready to raise rates in 2022 and that the bank is likely to begin reducing its monthly bond 

purchases as soon as November. 

CORPORATE EXCELLENCE INSIGHTS 

U.S. consumer spending surged in August, 

but outlays adjusted for inflation were 

weaker than initially thought in the prior 

month, reinforcing expectations that 

economic growth slowed in the third 

quarter as COVID-19 infections flared up. 

0.80%  
INCREASED CONSUMER SPENDING IN 
U.S.  

Euro zone inflation hit a 13-year high last 

month and looks likely to jump higher still, 

further clouding the European Central 

Bank's benign view of the biggest price spike 

since before the global financial crisis. 

3.4%  
INFLATION IN EUROPE – HIGHEST SINCE 
SEPTEMBER 2008 

China Evergrande Group, with $305 billion in 

liabilities, is facing its biggest test yet in 

public debt markets as the distressed 

developer scrambles for funds ahead of 

what could be one of China's largest 

restructurings. 

$305bn  
EVERGRANDE'S TOTAL  
LIABILITIES 

October 2021 

 

Read full Article on Page 2  
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Because all our Top holdings have quality layer 

and are exposed to long-term, secular trends, 

they tend to produce very attractive multi-

year returns. Like American Electronic Design 

Automation (EDA) provider Synopsys, which 

rides multiple long-terms trends and supplies 

technologies to all leading semiconductors in 

the world.  

 

Information about us: www.hqam.ch  

Contacts: ✆: +41432223141; ✉: info@hqam.ch 

http://www.hqam.ch/


 

 

 

Never put all of your eggs in one basket...but how big should the basket be? 

It will unlikely come as a surprise to many, but investing is not an exact science. Rather, 

it is a process of discovering things that work and sticking to them, or what is 

commonly known as having a workable strategy. Now, because it is not an exact 

science, some strategies might be perfectly suitable for one investor, but be totally 

inappropriate for another, simply because human factor acts as a key differentiator in 

the decision-making, eventually producing divergent results. It also means that if you 

put your mind to it, you can succeed where market failed and deliver the outcome 

commonly perceived as highly improbable. It will take hard work, dedication, and 

conviction to do so, but in the end, it will be worth the effort. 

For instance, 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. In fact, we know it can because we have one and it delivers outstanding 

results, not only risk-wise, but also return-wise. Although it might sound somewhat 

improbable, raw facts don’t lie and the facts are that our Global Quality Top 8 Strategy 

has consistently outperformed the market since inception, which was in a distant 

2014, while maintaining beta below 1.  

Fig.1: Historical performance for Global Quality Top 8 Portfolio, CHF, as of 31.08.2021 

 

Source: Hérens Quality AM, Reuters 

How do we do it and why it works 

Our premise to the construction of such portfolio is rather simple and in its essence is 

an extension of the overall investment strategy that pursues quality stocks. On the top 

of our default selection criteria, which, among other things, requires robust financials, 

sustainable competitive edge, and strong managerial backbone, we add another layer 

that results into meticulous cherry-picking.  

For any company to qualify for our Global Quality Top 8 Portfolio, it must check all the 

boxes of the selection framework that aggregates five dimensions. First is the scale of 

operations and the size of Total Addressable Market (TAM) – all the portfolio holdings 

are well-diversified global players with addressable market sizes no less than 500 mio. 

Secondly, all companies have meaningful market shares (#1 or #2) in their respectful 

areas of operations/business segments. Moreover, they possess multiple best-in-class 

characteristics, like margins, deployment of capital, productivity of innovation or 

product quality. Tangible pricing power is another common trait of our Conviction 

Ideas, as none of the holdings operate in price taking industries, but all of them have 

the ability to pass on their costs to consumers. The final crucial point is careful 

assessment of major industry risks, like the one retail was experiencing from online 

disruption, none of which the Conviction Ideas can have. 

By sifting potential investment targets through abovementioned criteria, we 

eliminate risk on company level, or through quality, unlike “diversified portfolios” that 

attempt to do so through quantity by adding multitude of different stocks. Also, 

because all our Global Quality Top holdings have quality layer and are exposed to long-

term, secular trends, they tend to produce very attractive multi-year returns. 

Have you heard of Synopsys? 

Some of our ideas are not apparent, lack media attention and it is highly likely many 

are hardly aware of their existence. Like American Electronic Design Automation 

(EDA) provider Synopsys, which rides multiple long-terms trends and supplies 

technologies to all leading semiconductors in the world.  

 

 

 

 

2014 2015 2016 2017 2018 2019 2020 YTD

Global Quality Top 8 CHF 5.7% 13.1% 16.5% 24.2% 3.9% 30.6% 15.7% 41.9%

MSCI World Daily Index (Net TR in CHF) 5.2% -0.3% 9.4% 17.3% -7.8% 25.3% 6.1% 22.2%

Quality Portfolio vs Benchmark 0.5% 13.3% 7.1% 6.9% 11.7% 5.2% 9.6% 19.7%

Alpha Beta Tracking 

error

Volatility

Global Quality Top 8 CHF 10.9% 0.93 8.2% 15.8%

MSCI World Daily Index (Net TR in CHF) - - - 14.8%

-20.0%

Maximum

 Drawdown

Information 

Ratio

1.17

- -21.4%

CONCENTRATED QUALITY CONVICTION THAT DEFIES MARKET PERCEPTIONS  

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. 

EDA is the second largest expense in the semiconductor R&D after headcount and 

Synopsys knows how to hook the customers up and retain them – as switching costs 

are high, relationships are “sticky”. With the largest business in the EDA industry and 

2nd largest IP offering,  Synopsys leads the race of the future, where Artificial 

intelligence, electrification & autonomy of autos, alongside with 5G and Internet of 

Things create unquenchable demand for advanced, domain-specific chips. Hence, 

the market that was worth $9.41 bn in 2020 is expected to deliver a compound annual 

growth rate (CAGR) of 9.3% from 2021 to 2028 (1). 

Rising demand for computing power, growing layout and configuration complexity, 

as well as the need for better interconnection drive customers to Synopsys that can 

guide them in this essential process by putting all the pieces together and pushing 

the limits of the existing design tools. As a result, ability to intergrate multiple 

components in one product  and unmatched breadth of its offering gives Synopsys 

strong negotiating power and drives customer accretion. 

Market used to play cautious around Synopsys as their margins trailed that of the next 

biggest player and competitor - Cadence Design Systems. What market failed to fully 

appreciate back in the days was that company has been riding an extensive 5-year 

long investment cycle that resulted in a game-changing products Fusion Complier 

and Software Integrity – ones that have unlocked new customers (like ecosystem 

stocks) and brought growth prospects of the entire company to the whole new level. 

Once the understanding has reached the massess, the stock became unstoppable. 

Fig.2:  Indexed price performance of Synopsys, MSCI World and MSCI USA, 31.08.2016-

31.08.2021, in USD 

 

Source: Hérens Quality AM, Reuters,  

Compounding your wealth 

Performance-wise, there are both good and bad days on the market, and no portfolio 

can deliver linear gains indefinitely. Similarly, some years will generate stronger 

returns than the others, depending of how wide is the available window of 

opportunity. Therefore, ability of our Global Quality Top 8 portfolio to consistently 

generate strong positive returns in different time-frames is precious, and frankly 

speaking rather unique characteristic. Remarkably, those returns are not that far 

behind ones delivered by Top performing equity funds of 2020, but with a much 

friendlier risk profile. 

Fig.3: Historical performance of selected Top performing equity funds of 2020, as of 31.08.2021 

 

 Source: Hérens Quality AM, Bloomberg, Morningstar 

It takes strong conviction in each of the portfolio holding to construct a successful 

concentrated product – and we stand by every company that we own. 
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Synopsys MSCI World MSCI US

Total Return Performance in CHF 1M 3M YTD 1 Y 3 Y 5 Y Since 10/31/14 Beta Alpha BM

ARK Innovation ETF 2.9% 11.2% 1.9% 32.7% 36.0% 43.7% 31.6% 1.25 15.4% S&P 500

Morgan Stanley Discovery Portfolio 1.4% 9.3% 5.3% 29.3% 37.7% 35.4% 24.8% 1.17 6.5% Russell Mid Cap Growth

Virtus Zevenbergen Innovative Gr 5.1% 16.7% 6.7% 28.0% 33.0% 23.9% 24.5% 1.15 3.3% Russel 300 Growth

BIT Global Internet Leaders 9.7% 14.7% 24.8% 54.3% n/a n/a n/a n/a n/a MSCI World IT

Hérens Global Quality Top 8 Portfolio 6.6% 19.8% 41.9% 51.7% 24.2% 22.6% 21.5% 0.93 10.9% MSCI World

p.a. Since 10/31/2014


