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CORPORATE EXCELLENCE INSIGHTS

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.

NEGATIVE EQUITY PERFORMANCE IN APRIL

In April 2024 the MSCI World experienced weak performance, dropping by 3.1%. This downturn was evident in major geographical regions, with

the US and European markets declining by 4.0% and 1.3%, respectively. The S&P 500 index posted its first monthly loss since October, as recent

data raised concerns that ongoing inflation could be slowing the economy while keeping the Federal Reserve in a tightening phase.

JAPANESE YEN FELL TO ITS LOWEST
LEVEL IN 34 YEARS

BoJ Governor Kazuo Ueda, noted that the
Yen's decline had not significantly affected
Japanese inflation. This statement led to
increased speculation that the
government might intervene in the

markets to bolster its currency.

ALPHABET ANNOUNCED ITS FIRST-
EVER DIVIDEND

The company will pay a first-quarter dividend
of 20 cents per share, amounting to almost
$2.5 billion and plans to continue with
quarterly dividends, moving away from its
past approach of only using share buybacks
to return money to investors.

BHP HAS MADE A £31 BILLION BID TO
ACQUIRE ANGLO AMERICAN

Two of the world’'s major mining firms might
unite in one of the industry's biggest mergers
in recent years. BHP proposed exchanging
0.7097 of its shares for each Anglo share in
order to enhance its copper mining operations,
which are critical for global decarbonization.

MONTHLY TOPIC: WHAT MAKES A WINNING STOCK?

Over the past go years, just 86 stocks have accounted for half of the stock market value creation in the

US. Finding just a few stocks that deliver a total return far above average magnifies your portfolio

return exponentially, especially if you are concentrated in a handful of high conviction ideas. Such

companies are a rarity, but there are a few common patterns that emerge when studying the winners

of the last 10 years.

The best investments of the last decade, on
average, already exhibited higher ROE, lower
leverage and better financial stability at the
beginning of the analysis period. On the other
hand, price multiples play little role in

determining which companies will prove to be

great investments.

Quality is often a common attribute among
long-term compounders. The next decade will
bring a new set of winners, but we think that
the quality investment universe is a good
starting point for the search for future
compounders.

Read full Article on Page 2
o

Information about us: www.hgam.ch
Contacts: @: +41432223141; &: inffo@hgam.ch



t".‘l_-,'. e

It only takes a few

What does a uniform rental company have in common with a manufacturer of advanced
power electronic solutions? Both — Cintas and Monolithic Power Systems — have been
amongst the most consistent compounders of the last decade, outperforming each
year. Finding just a few winners like these and holding on to them magnifies your
portfolio return exponentially, especially if you are concentrated in a handful of high
conviction ideas: over the past go years, just 86 stocks have accounted for half of the
stock market value creation in the US*. We know — easier said than done —, but there are
a few common patterns that emerge when studying the winners of the last 10 years,
which we are diving into in this article.

High performers are scarce

To set the stage, we are looking at the companies in the MSCI World Index that have
managed to deliver a 10-year (31/03/2014-31/03/2024) total return (in local currencies)
above sample average and compare them to the trailing cohort. For comparability
purposes we only include companies that have been listed for all 10 years.

The good news is, if you had invested in a random stock (highly unadvisable) 10 years
ago, chances are you made some money. Only 16% out of 1778 companies in our sample
delivered negative returns against 254% average gain. The bad news is, outperforming
is harder, as only 28% performed above average. Even amongst the winners, dispersion
of returns is substantial. On average, the winners have a compounded 20% annualized
rate, but the top 10 performers have delivered 52% CAGR.

Winners keep winning

Looking at the consistency of outperformance of long-term winners (Fig. 1), only a few
companies have demonstrated consistent market-beating performances year after
year throughout the entire 10-year period. This stresses the importance of taking a
long-term view — even the best companies can face temporary headwinds. At times,
there may not even be any issues the business is dealing with, but the market just
rotates into a different style or sector, as was the case in 2022. Still, outperformance of
winners is usually not the result of a couple of blast years: long-term compounders
deliver above-market returns more often than not, while underperformers tend to
consistently disappoint. Therefore, you are likely to make more money buying a great
company at a fair price, rather than buying a troubled business trading cheap, hoping
that the worst is priced in, and a turnaround is near.

Figure 1: Sample distribution by the number of years in which companies outperformed
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Going with the trend

Looking at the sectoral structure of winners versus losers, three sectors emerge as
frontrunners in producing top performers — IT, Health Care and Industrials (Fig. 2).

Figure 2: Sample distribution by sector
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Among the top 20 performers, 13 were semiconductor-related titles. Nvidia has
certainly led the pack with >20,000% total return, but there were plenty of lower-
profile names with stellar return, such as Lasertec (>16,000%), Disco (>3,000%),
Advantest (>2,000%), Tokyo Electron (>2,000%) and Cadence (>1,900%). This
shows that winners are more likely to come from areas of the economy that are
supported by multi-year secular growth trends. For example, in the coming
years, Al, Robotics, Reshoring and Electrification are some of the areas that are
likely to gain traction. At the same time, presence of winners in virtually all
sectors also suggests that there are no inherently ‘good’ or ‘bad’ places to invest
in, and a great portion of success rests upon the companies’ prowess.

A solid foundation to begin with

Still, however supportive the macro backdrop is, the quality of the business
should come first when investing for the long term. The best investments of the
last decade, on average, exhibited higher ROE, lower leverage and better
financial stability already at the beginning of the analysis period (Fig. 3). While
there are always exceptions to the rule, this highlights the importance of paying
attention to the financial health of investment candidates.

Figure 3: Financial characteristics of outperformers and underperformers at the beginning of the
analysis period (median)
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What about valuation?

As it seems, price multiples play little role in determining which companies will
prove to be great investments. Looking at the starting median P/E ratio of
companies that went on to outperform, it was even higher compared to the
laggards (Fig. 4). Furthermore, over time the P/E of these companies has
expanded, while the median multiple in the bottom cohort has contracted.
Having said that, a comparison of share price and EPS growth rates clearly
suggests that P/E expansion played only a minor role in total return.

Figure 4: Price multiples of outperformers and underperformers (median)
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The winning formula

So, what do Cintas, Monolithic Power Systems and other high performers have
in common? Quality is where these different business models often meet. Of
course, companies not considered quality in the traditional sense can also rise to
the top. We would have never guessed that the best-performing company in our
sample would be Pilbara Minerals, an Australian lithium miner. However, looking
at the top 100 performers — many names are familiar to us. Of them, 71% are a
part of our quality cluster (excluding companies not in our universe). The next
decade will bring a new set of winners, but we think that the quality investment
universe is a good starting point for the search of future compounders.
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