
Dear Investor,

In Q3 2021 the Fund’s performance was –7.77%.

The market in Q3

The initial half of the third quarter 2021 was dominated, as usual, by the Q2 reporting season,
which provided an overwhelmingly constructive set-up. More than 80% of corporates topped
market expectations for the past quarter (Q2) and many companies guided up. However, as that
did not come unexpectedly the market impact was only moderately positive and far from enthu-
siastic. In fact, investors turned increasingly demanding throughout the quarterly release season,
buying up only a limited number of shares and only in cases of an impressive earnings beat for
Q2 in combination with a material guidance hike for the second half of 2021. 

With the benefit of hindsight, it has become clear why the market behaved with such a degree of
caution. Throughout the second half of the past quarter, other triggers took the driver’s seat,
namely supply disruption and inflation, with the latter traditionally being toxic for equity valuations
in general. With the stock market discounting future cash flows, investor concerns have increased
over the past few months. Inflation is now being viewed as a potential double drag, likely to hurt
future profit margins and to compress valuation multiples.

A major factor – but not the only factor – driving up inflation data has been the disruption of supply.
That topic started early in the year with a shortfall in semiconductors for automotive use and in
the meantime has been spreading like wildfire, affecting commodities such as timber and steel
for construction, containers for transport, oil/gas/power for production, and thus virtually every
compartment of world trade. On top comes the tightness of available labour for services, be it for
truck driving, hospitality services, or healthcare services.

Hence, it has become increasingly obvious that supply disruptions have turned into a significant
limitation factor for world economic growth, led by the slowdown of China. In combination with
the aforementioned broad-based inflation, a dangerous cocktail has been mixed. For the time
being equity indices have proven fairly resilient, despite demanding valuations, finding support in
a) the lack of investment alternative b) the hope or expectation that inflation will prove transitory
(fading away from early 2022), and c) supply growth constraints resulting in rising backlogs
(ensuring continued growth for 2022 and beyond). However, volatility has lately been on the rise.

Latest corporate anecdotal evidence in those respects has been split: on the one hand, the
number of corporates being forced to reduce 2021 earnings guidance has grown materially in
recent weeks, typically suffering from lack of supply. On the other hand, there are also a number
of corporates that have successfully managed these challenges, taking advantage of their pricing
power and thus continuing to execute very well. As a result, the only conclusion that we believe
can be drawn is that the wheat will further separate from the chaff. That being said, it can also be
observed that underneath the index level, the number of stocks that has entered a downtrend is
on the rise.

Q3 2021
Blackwall Europe Equity Fund – Quarterly Newsletter

Page 1/5 2021 Q3    Quarterly newsletter    Blackwall europe equity fund 

Blackwall
Capital

This documenT is for The inTended recipienT only
Applications for shares in any sub-fund of the Blackwall uciTs platform icAV should not be made without first consulting the current prospectus,
supplement, Kiid, Annual report and semi-Annual report (“offering documents”), or other documents available in your local jurisdiction which
are available free of charge from Blackwall capital investment AG. paying Agent for switzerland is reyl & cie ltd., (62 rue du rhône, ch-1204
Geneva, switzerland). legal representative for switzerland is mont-fort funds AG (63 chemin plan-pra, 1936 Verbier, switzerland). for shares
distributed in and from switzerland, the place of performance and jurisdiction is the registered office of the swiss legal representative.This information
has been prepared solely for information purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument
or to participate in any particular trading strategy. please refer to important information at the end of this document.

www.blackwallcapital.com

*Source: Northern Trust as per latest month end. The figures refer to the past. Past performance is not a guide to future performance. Performance is quoted net of fees based
on unaudited figures for the current year. Performance is calculated using NAV figures (Class I EUR) rounded to two decimal places. Launch date: 13 December 2018.

Quarter to Date Return: –7.77%*
Year to Date Return: –9.85%*
Assets Under Management: EUR130.2m

Blackwall
Capital



We think that both the bottlenecks on the supply side and the inflationary cost pressure will stay
for somewhat longer than widely anticipated and will not be sorted out before autumn next year.
We regard it our outmost task to position the Blackwall portfolio well to cope with these challenges
as well as a potentially more protracted deceleration of economic growth. In recent weeks and
few months the Fund performance was once more affected by the negative contribution from a
few fairly highly weighted companies for which expectations were beyond what management has
delivered. 

To be specific, all of them have refrained from materially increasing their guidance with the last
reporting, partly out of conservatism, partly due to supply chain uncertainty. Furthermore, some
of the company specific news flow beyond quarterly earnings that we had expected to materialise
by late summer has either been delivered and not picked up by the market or has been delayed.
However, we anticipate some catch-up rally in terms of positive news for the final quarter the year,
playing a far more prominent role for the remainder of 2021 and into next year. As some of our key
portfolio holdings have several very important news on the agenda, we remain confident to also
catch-up in terms of Fund performance through the rest of the year. 

Too cheap …

In the midst of every crisis, lies great opportunity (Einstein). The structural differences between
the US and Europe and the regulatory decisions taken during and in the aftermath of the Great
Financial Crisis of 2008 have resulted in a significant gap between these two economic power-
houses.

Since the market lows in Q1 2009, GDP in the US increased by about 62% compared to a meagre
32% in Europe (in USD it would only be about 25%). And the gap is even more dramatic in terms
of share price performances with the S&P 500 increasing 5.5x compared to just 2.9x for the Stoxx
600 Index.

It is not up to us to decide what is right or wrong. Some of the US outperformance seems definitely
justified, others might be corrected by the usual reversion to the mean that history brings over
time. One of the homegrown issues in European financial markets is the regulatory implications
of MiFID II. Introduced on the premise of increasing market efficiency by lowering costs, the
unintended consequences have become increasingly present nowadays namely the lack of quality
research in the small and midcap segment of the equity market. 

If it was only regulation, we assume, markets could still cope with it, but there are additional drivers
in action. From our perspective the entire picture looks as follows:

— Regulation has led to fewer research houses.

— Within the small and medium market cap segment, the remaining brokers have increas-
ingly implemented a “corporates-pay-for-research” system – which rarely results in the
high quality research one might expect. 

— The bull market has driven broker houses increasingly towards the fee-rich ECM business
and with higher market valuations there has been no shortage of deal flow. Few of them
are worth looking closely at, as they typically come with lofty valuations. The only shortage
is time for quality secondary research.

What sounds like a grim picture, is actually very exciting. Paraphrasing the first line of this chapter:
never let a crisis go to waste (Churchill). For us and a few others who are truly independent in their
research and idea finding process, structural circumstances couldn’t be better. It however also
needs another trait, and that is patience. Finding a highly attractive investment opportunity is one
thing, the other thing is to bring the time and patience to allow the stock to move towards fair
value.

On the later, 2021 has proven to teach us a valuable lesson. It has been our core positions which
disappointed us most in terms of share price performance. Yet their operational performance was
overall a blended mix from better than expected (e.g., broader order inflow) to lagging somewhat
(e.g., slipping order intake into next quarter due to supply chain disruption) – but none of this has
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changed the overall positive investment case. The latter is key for the long-term growth profile of
the companies, their moats defining strong pricing power and their ability to generate high FCFs
– in particular, at times of uncertainties with inflation being a top concern for many nowadays. As
such we are excited about the diverse profile of our companies in the portfolio and their outlook
for the next 12 months and beyond. 

However, we also understand that good news needs to be communicated professionally. Quite
often, smaller sized companies focus on the operational performance, but miss out on the impor-
tance of sharing their successes with investors. The lesser the coverage by broker houses, the
more important the role of Investor Relations to communicate directly with investors. This is the
new reality corporates are facing, and they need to step up and fill this void. Actively managing
this process and steadily communicating operating progress in an objective and direct manner
with investors will be the best way to close the undervaluation of their share prices over time. We
intend to actively support them in their task.

Alternatively, if share prices are too low for too long, other options arise. A few weeks ago, Zardoya
Otis, with 50.01% of its equity owned by Otis Worldwide, was taken out by its parent company.
Due to the peculiar set-up of Zardoya Otis within the wider group, it is a high margin business
focusing on mostly maintenance business, generating a high ROE of about 35%. It holds a net
cash position and pays a dividend yield of 6% (pre-bid). It doesn’t take much to see that a bid
creates value for the buyer given cheap financing available. At least this was our premise to invest
in Zardoya Otis earlier in the year. The share price has been declining throughout the year, but
ultimately rationality has paid off. Indeed, takeover “risks” exist in several of our core positions.
For many of them we hope they do not materialize as we think the upside is substantially more
exciting as a separate listed entity through which we can compound for most of this decade. But
if the market doesn’t realize them, others will seize on it.

Another route that sounds promising is to change the venue of listing. Two of our core positions
are actively pursuing a dual listing on Nasdaq. With European investors somewhat slow and
passive, it allows them to engage in stronger fashion with more agile US investors. We think that
it is an interesting opportunity for fast growing, globally oriented companies. Investing in “cheap”
European growth companies with listings in the US could be a nice trigger not only for some of
the existing holdings in our portfolio but also as a topic to add for looking into new ideas.
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Blackwall ‘average company’ portfolio example

Valuation Ratios* 2020 2021E¹ 2022E¹ 2023E¹

P/E 26.4 21.9 16.6 14.6

P/BV 3.8 3.3 2.8 2.4

EV/EBIT 18.1 14.2 11.7 9.8

Net Debt/EBITDA 0.4 -0.3 -0.1 -0.2

Dividend Yield 0.7% 0.9% 1.0% 1.2%

ROE 13.1% 17.8% 24.7% 29.1%

ROCE 6.9% 10.6% 16.8% 21.8%

Typical Company Economics

Financials* (EUR m) 2020 2021E¹ 2022E¹ 2023E¹

Sales 1,959 2,092 2,242 2,405

Gross Profit 876 1,044 1,133 1,229

EBIT 286 358 425 487

Net Income 223 259 296 345

FCF 208 132 159 209

Net Financial Debt 634 475 396 254

* Source: Bloomberg, Blackwall Capital
1 Note there can be no assurance that these estimates will be achieved



Our investment philosophy is to invest in quality companies with a sustainable and superior economic
return at attractive valuations, with midcaps being our sweet spot. As highlighted in the previous
newsletter, although we believe that creating a “quasi-consolidated” company based on portfolio
weighting is a rather fair view of the portfolio, this method seems to understate the underlying growth
drivers at this stage due to the operational development at many of the smaller companies. 

Margins: The average company is showing a gross margin of 49.9%, an EBIT margin of 17.1%
and an FCF margin of 6.3% (all 2021E), illustrating solid business models.  

EBIT growth: We expect the average company to grow EBIT about 15-19% p.a. in 2021E and
2022E based on consensus estimates. Furthermore, some of our key holdings show profiles of
growth accelerating in the years ahead, benefiting from multi-year structural growth drivers and/or
restructuring programs. This allows for additional resilience against potential economic weakness.  

Leverage: Most of our companies are operating with low net debt positions and many are net
cash, thus posting an average net cash/EBITDA of 0.1x in 2021E. At times of rising corporate risks,
this might provide strategic optionality while others are constraint.   

Valuation: In terms of valuation, we use various metrics, with our preferred ratio being EV/EBIT.
Our average portfolio trades at 14.2x for 2021E. Due to strong EBIT growth rates, we expect
EV/EBIT to drop to 11.7x for 2022E. 

In summary, we argue that the companies we are invested in are attractively valued in light of their
strong underlying growth rates, with a solid earnings growth profile and low leverage to master
the current and likely coming economic challenges (be it inflationary or deflationary). Combined
with some tail risk hedging we are very excited about the risk-reward profile that our Fund offers. 

Kind regards,

Thomas Karlovits

Page 4/5 2021 Q3    Quarterly newsletter    Blackwall europe equity fund 

Blackwall
Capital

This documenT is for The inTended recipienT only
Applications for shares in any sub-fund of the Blackwall uciTs platform icAV should not be made without first consulting the current prospectus,
supplement, Kiid, Annual report and semi-Annual report (“offering documents”), or other documents available in your local jurisdiction which
are available free of charge from Blackwall capital investment AG. paying Agent for switzerland is reyl & cie ltd., (62 rue du rhône, ch-1204
Geneva, switzerland). legal representative for switzerland is mont-fort funds AG (63 chemin plan-pra, 1936 Verbier, switzerland). for shares
distributed in and from switzerland, the place of performance and jurisdiction is the registered office of the swiss legal representative.This information
has been prepared solely for information purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument
or to participate in any particular trading strategy. please refer to important information at the end of this document.

www.blackwallcapital.com



Blackwall capital investment AG, Gubelstrasse 24, 6300 Zug, switzerland

Tel: +41 41 555 1111
info@blackwallcapital.com
www.blackwallcapital.com

This document has been issued by
Blackwall capital investment AG
(“Blackwall”) which is licensed and regulated
by finmA (swiss financial market super-
visory Authority). it is a limited company
under swiss law with its registered office at
Gubelstrasse 24, 6300 Zug, switzerland.
This document is for professional investors
and market counterparties only. Blackwall
acts as manager of Blackwall uciTs
platform icAV, the investment manager of
the uciTs platform (of which the Blackwall
europe equity fund is a sub-fund).

Blackwall is not acting as financial advisor or
fiduciary to any party to whom it delivers this
document or who invests in a fund or
managed account managed or sub-
managed by Blackwall. in particular, this
document (in whole or in part) does not
constitute investment advice. Before
investing in a fund or managed account you
should ensure that you fully understand its
potential risks and rewards and independ-
ently determine that it is appropriate for you
given your objectives, experience, financial
and operational resources, and other
relevant circumstances. you should consult
with such advisors as you deem necessary
to assist you in making these determina-
tions. Any indicative terms provided to you
are provided for your information and do not
constitute an offer, a solicitation of an offer,
or any advice or recommendation to invest
in a fund or managed account (whether on
the indicative terms or otherwise).

This document is intended for discussion
purposes only and does not create any
legally binding obligations on the part of
Blackwall. Without any limitation, this
document does not constitute an offer, or
invitation to offer or a recommendation to
invest in a fund or managed account. These
materials were designed for use by specific
persons familiar with your business and
affairs and Blackwall assumes no obligation
to update or otherwise revise these
materials. nothing contained herein should
be construed as tax, accounting or legal
advice.

This document may not be reproduced or
transmitted to any other person without the
express permission of Blackwall. Although
the above information has been taken from
sources which Blackwall believe to be
accurate, no warranty or representation is
made as to the correctness, completeness
and accuracy of the information or the
assessments made on its basis.

The information contained in this document
is preliminary and is qualified and super-
seded by the prospectus for the fund or
governing document for the managed
account to which it relates, and in particular
the risk factors and information on conflicts
of interest described therein, and any
investment decision should only be made
following consideration of that prospectus or
other document. Any performance data is
based on a fund’s or an account’s actual or
expected net asset value in accordance with

the valuation methodology in its prospectus.
performance may be impacted by capital
contributions and withdrawals and unless
otherwise stated is net of management,
performance and other fees as described
herein and includes reinvestment of
earnings. The fund’s or account’s fees may
be modified or waived for certain investors
as described in its prospectus or other
governing document. An investor’s actual
performance and actual fees may differ from
the data reflected herein.

This document is confidential, is intended
only for the recipient’s own internal use and
under no circumstances may a copy be
shown, copied, transmitted, or otherwise
given to any person other than the initial
recipient without the prior written consent of
Blackwall. The distribution of this document
and/ or the information contained herein in
certain jurisdictions may be restricted, and,
accordingly, it is the responsibility of any
recipient to satisfy itself as to compliance
with relevant laws and regulations.

The u.s. commodity futures Trading
commission has not approved or disap-
proved, passed on, or endorsed, the merits
of these product offerings.

The estimates, investment strategies, and
views expressed in this document are based
upon past or current market conditions
and/or data and information provided by
unaffiliated third parties (which have not
been independently verified), may differ from
estimates, investment strategies, and views
set out in other documents published by
Blackwall and are subject to change without
notice. no representation or warranty is
made as to the correctness, completeness
and accuracy of data and/or information
provided by unaffiliated third parties or as to
any assessment made on such basis.

The information contained herein is prelim-
inary, is provided for discussion purposes
only, is only a summary of key information, is
not complete, does not contain certain
material information about the fund
contained herein (the “fund”), including
important conflicts disclosures and risk
factors associated with investments in the
fund, and is subject to change without
notice. certain information contained in this
document constitutes “forward-looking
statements,” which can be identified by the
use of forward-looking terminology such as
“may”, “will”, “should”, “expect”, “anticipate”,
“target”, “project”, “estimate”, “intend”,
“continue” or “believe” or the negatives
thereof or other variations thereon or
comparable terminology. due to various
risks and uncertainties, actual events or
results or the actual performance of the
fund may differ materially from those
reflected or contemplated in such forward-
looking statements.

The fund prospectus (the “prospectus”)
qualifies the information contained herein in
its entirety and no person should make an
investment decision in reliance upon the
information contained herein.

in the event of any discrepancies between
the information contained herein and a
prospectus, the prospectus will supersede.
The information contained herein does not
take into account the particular investment
objectives or financial circumstances of any
recipient and does not constitute the
provision of investment advice or a recom-
mendation.

The information herein is not intended to
provide, and should not be relied upon for,
accounting, legal or tax advice or investment
recommendations. A recipient should make
an independent investigation of the
investment described herein, including
consulting your tax, legal, accounting or
other advisors about the matters discussed
herein and the possible consequences for
an investment in the fund and the risks
involved.

This document is not intended to be, nor
should it be construed or used as an offer to
sell, or a solicitation of any offer to buy,
interests or shares in any fund managed by
Blackwall. An offer or solicitation will only be
made by means of a prospectus (the
“prospectus”) which will contain additional 
information about the relevant fund,
including disclosures relating to risk factors
and conflicts of interest. The relevant
prospectus may be obtained on request
from Blackwall. An investment in the fund
may not be suitable for all investors and may
only be suitable only for certain financially
sophisticated investors who meet certain
eligibility requirements and can bear the risk
of an investment in a fund for an extended
period of time. investing in financial markets
involves a substantial degree of risk. There
can be no assurance that the investment
objectives of any fund described herein will
be achieved. investment losses may occur,
and investors could lose some or all of their
investment. no guarantee or representation
is made that a fund’s investment program,
including, without limitation, its diversifi-
cation strategies, or risk monitoring goals,
will be successful. investment results may
vary substantially over time. investment
losses may occur from time to time. nothing
herein is intended to imply that a fund’s
investment methodology may be considered
“conservative”, “safe”, “risk free” or “risk
averse”. economic, market and other condi-
tions could also cause any fund to alter its
investment objectives, guidelines, and
restrictions.

performance data of the funds is not based
on audited financial data except for the years
for which audited financial statements are
available. performance data of the fund is
based on its net Asset Value in accordance
with the valuation 
methodology in the fund’s prospectus.
performance may be impacted by capital
contributions and withdrawals and unless
otherwise stated is net of management,
performance and other fees as described
herein and includes reinvestment of
earnings. The fund’s fees may be modified
or waived for certain investors. please refer

to the fund’s prospectus for more infor-
mation regarding the fund’s fees and other
terms. An investor’s actual performance and
actual fees may differ from the data reflected
herein due to among other factors, different
share classes and eligibility to participate in
“new issues”. it should also be noted that
certain share classes of the fund may be
closed, including the share class from which
the performance data presented herein has
been derived.

past performance may not necessarily be
repeated and is no guarantee or projection
of future results. past performance is not a
guide to future performance and the value of
investments and the income derived from
those investments can go down as well as
up. future returns are not guaranteed and a
loss of principal may occur. performance
may be affected by economic and market
conditions.

information about market indices is provided
for the purpose of making general market
data available as a point of reference only.
There is no representation that any index is
an appropriate benchmark for comparison.

index returns do not take into account
trading commissions and costs or other fees
and expenses associated with the active
management of portfolios. The volatility of
indices may be materially different from the
performance of the fund. The fund’s
holdings may differ substantially from the
securities that comprise the indices.
furthermore, the fund may invest in
different trading strategies from the indices
and therefore it should be noted that the
sector, industry, stock and country
exposures, volatility, risk characteristics and
holdings of the fund may differ materially
from those of the indices. The performance
returns of the indices include the
reinvestment of earnings and are obtained
from market data providers and other third
party sources.

Although Blackwall believes these sources
to be reliable, it is not responsible for errors
or omissions from these sources. in certain
jurisdictions the fund may only be available
to professional or otherwise qualified
investors or entities. An investment in the
fund involves a number of risks that is
outlined in the fund’s prospectus. There can
be no guarantee that the fund’s investment
objectives will be achieved, and the
investment results may vary substantially
from year to year or even from month to
month. it may engage in investment
practices or trading strategies that may
increase the risk of investment loss and a
loss of principal may occur. Blackwall may
have total trading authority over the fund,
and the performance of the fund will be
dependent upon the services of Blackwall.
The fund’s fees and expenses as described
in the fund’s prospectus may offset the
fund’s gains. in addition, there may be
restrictions on transferring interests in the
fund, please refer to the fund’s prospectus
for additional information.
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