
Dear Investor,

The Blackwall Europe Equity Fund returned +7.88% in Q3, adding to the strong performance of
the first half of the year of +12.39%. The YTD performance stands at +21.25% compared to the
Stoxx 600 NR Index loss of –11.55%.

A few observations to comment upon:

Solid July reporting season not enough despite consensus beat

For the Summer reporting season (Q2 and H1 2020 results), most European corporates topped
depressed market expectations, many of them even “by a mile”. However, this was not enough to
entice investors as most of the beat resulted from variabilising (i.e. socialising) some of the costs,
in particular personnel expenses thanks to the adoption of short-time work schemes. Conse-
quently, the market reacted with initial caution. In addition, little-inspiring forward guidance of
corporates, indicating no more than a moderate QOQ increase in business (revenues), was not
sufficient. 

However, the month of August 2020 nonetheless reversed the direction of European equity
markets, driving share prices steadily up towards former all-time highs.

The liquidity rush and hope for the admission of vaccine pushed equities

The continued flood of central bank liquidity in combination with government stimuli and the hope
for the fast admission of a COVID-19 vaccine lent strong support to the market throughout August
2020. While the former is almost set to be continued for long, not least after the US Federal Reserve
has changed its strategy (now de-emphasising its inflation target and instead prioritising the
unemployment situation), the latter is based on (a) the rush of a multitude of global efforts to
develop the first working COVID-19 vaccine and (b) repeated news that both Moderna and the
Pfizer-Biontech duo may reach the finish line (FDA admission) before year-end 2020 (Note: The
Russian Sputnik IV vaccine has not been taken seriously outside of Russia). However, we remain
hesitant in believing in a quick-fix on the vaccine front amid virus mutation and unclear information
on patient immunity.

Support from government packages and the hope for more

The EU commission’s late-July 2020 agreement on its five-year forward budget and in particular
Europe’s new “green deal” have been other important factors for this quarter’s equity
performance. In combination with local European policies (e.g. subsidies in the automotive sector),
they made clear that the trend towards ‘climate change’-related politics and ESG proliferation in
the financial world could not be stopped even by COVID-19, rather the opposite. Any sector
rotation within equities could be explained by investors fleeing non-conformant industries (like
oil & gas, etc.) and shifting assets into “green technology and innovation”.
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Towards the end of the quarter, investors’ view turned back to the US, where Republicans and
Democrats could not agree to any additional large rescue package, rather battling each other in
pre-election tactics. Even though President Trump has decided on some social benefits without
consent from Congress and Senate, the US did not deliver on additional stimulus and hence
became a factor of disappointment. As a result, cyclical stocks began to suffer.

“Second wave” concerns further lifting uncertainty

In parallel, the “second wave” of the coronavirus has become reality with the global rate of new
infections surging. In particular, the number of newly infected COVID-19 patients in Europe has
been gaining rapid pace following the Summer vacation period. With the absolute number of infec-
tions steeply up virtually everywhere in September and e.g. in France already twice as high as in
March 2020, the worst expectations appear to be materialising. On top comes the reinforced
conflict of the US and China regarding trade and technology supremacy, resulting in increasing
business restrictions and constraints.

With investors’ fear resurfacing that the economic improvement may come to a halt, the last
fortnight of the third quarter of 2020 has resulted in profit taking and elevated volatility. Maybe
that is a pre-taste of what investors should expect for the autumn with the US election being at
the centre of focus.

Our Fund is well prepared

We are convinced that unparalleled liquidity thanks to continued government money printing, with
the independence of central banks from politics increasingly reduced, will benefit equity invest-
ments for longer, up to a point when inflation will begin to surge (that may well be some time off).
However, for the short-term, our concerns remain unchanged: international trade conflicts, US
election disarray, public unrest, etc. represent major catalysts of uncertainty, all of which with the
potential to temporarily derail markets. Hence, our tail-risk hedging strategy (as described in
greater detail below) remains a crucial factor of our portfolio composition into the end of the year.
At the same time, our fund’s strong ESG focus, based on Blackwall’s detailed proprietary ESG
stock selection process, should fit well to the multi-year structural tailwind from the European
government’s huge spending plan on climate-friendly technologies and innovation. With politics
sending such a strong signal underpinned by vast amounts of money available, we are convinced
we can take advantage of generally favourable equity investment conditions and further expand
on our performance to date. 

Blackwall Europe Equity Fund: Strong core ideas and tail risk hedging

We want to be positioned as an “active” fund manager. Many of our investments are not part of a
major index and those that are, we typically weight very differently in our portfolio. Not surprisingly,
our active share outside of the Stoxx 600 NR has been around 95% since the start (active share =
measure of differentiation from the benchmark). This might give rise to the argument that we have
chosen the wrong benchmark. However, we are unaware of any other relevant index that makes
the math look much different. We allocate capital to our best individual European ideas with the
best risk/reward profiles – regardless of any index composition. Even without tail risk hedging our
correlation with the Stoxx 600 NR Index has been low (around 0.55) and random at best. Adding
tail risk hedging decreases the correlation even further (0.29 since launch).

In our Q4 2019 newsletter we stressed that “market structures have changed profoundly in recent
years. This is a result of major shifts including; (a) the increasing dominance of passive
investing/ETFs; (b) the massive influence of central banks providing near-zero or below-zero cost
of funding; (c) the emergence of algorithms and factor investing, and (d) increasing regulation.”

Amongst all these changes we believe that passive investing has the longest lasting and most
disruptive impact. The resulting gradual removal of the price discovery mechanism for individual
stocks and the related governance issues, are our biggest concerns related to passive investing.
This is because there is a disembodiment between the underlying investment fundamentals and
the price. Passive investors buying or selling a particular index, are predominantly focusing on the
price of the index, not on the value of the underlying index component companies. This can lead
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to a strong self-feeding process, with positive momentum triggering further positive flows. Indeed,
triggered by supportive factors like central bank action, we have been observing similar behavior
in recent years. 

It is important to understand that passive funds are always 100% invested. Both, inflows and
outflows are immediately executed – irrespective of whether prices are (significantly) up or down.
This is contrary to an active fund manager, who can include many other factors to arrive at his or
her investment decision. 

This is all fine at small scale, but as with many things in life, too much of something can become
a problem. Today more than 50% of equity related assets are held in passive funds. An analysis of
portfolios shows that younger investors (below 40 years of age) typically hold almost their entire
portfolio in passive funds (probably with the exception of a few tech stocks he or she fancies),
while older investors (above 60 years) are usually more invested in actively managed funds and
single stocks – occasionally adding passive funds. This generational shift (note: the same goes
for Bitcoin and gold) is likely to continue to gradually work in favor of passive funds. Combined
with quantitative funds, algos and high-frequency trading funds it is likely that altogether they
account for more than 80% of the daily trading volume in today’s equity market. Active fund
management is becoming a niche strategy (and the truly active an even smaller niche) if we adjust
for the closest index trackers hiding under the “active” label to charge unfairly high fees.

Up until now this trend has led to lower volatility and overall rising share prices. But what happens
when 80% suddenly want to sell, triggered by some external catalyst such as we witnessed in Q1
2020 with COVID-19? And when the few remaining active managers fail to see any reason to buy?
What if 80% becomes 90% or 95% – as passive continues to gain ground and such a scenario
were to happen again? It is obvious that an eventual avalanche of selling will be greeted by the
absence of those active market participants who would normally be the buyers stabilizing the
market. 

Clearly, there will be only a few buyers with liquid funds to seize the opportunity of the dislocations
stemming from the indiscriminate selling. The ‘clearing price’ for many assets will be much lower
than many think possible. So far, passive investment combined with central banks injecting
liquidity led to ever declining volatility. If our reading of the investment world is correct, volatility
will be low for an extended period of time but will jump abruptly as soon as rising supply will hit
the markets. If 95% of equity investors want to sell and only a fraction of the 5% active ones want
to buy (even active investors have low cash levels at hand today), then the price of a stock can
decline dramatically. Is it possible to imagine a company’s shares dropping 70% within days? In
our view, the answer is yes; we believe the biggest stock market crashes in history are still ahead
of us. 

Our tail risk hedging is designed to capture these and other unforeseeable events in the future.
Based on our historic track record, we have been able to show a strong outperformance between
2015 and 2019. For that period, our simulated long book – based on the data provided by Northern
Trust for the long side of our Long Short Fund – showed an annual performance of 14.7%, trans-
lating into an annual outperformance of 7.0% between 2015-2019 (and this assumes just an
investment level of 2/3 and 1/3 of cash). In 2020, we’ve realised 4.6% year-to-date return through
our underlying stock portfolio, against a declining market of 11.6%, equating to an even higher
outperformance of 16.2%.  

In the light of these numbers and based on our overall assessment of market structures, we
believe it is wise to put approximately 3% of assets annually aside for tail risk hedging. 
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Our investment philosophy is to invest in great companies with a sustainable and superior
economic return at attractive valuations, with midcaps being our sweet spot.    

Margins: The average company is showing a gross margin of 44.1%, an EBIT margin of 17.1%
and an FCF margin of 9.2% (all 2020E), demonstrating solid business models.

EBIT growth: We expect the average company to grow EBIT by 27.9% in 2020E and in the
magnitude of around 14-17% 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 restructuring programs and/or structural growth drivers. This allows
for additional resilience against an economic downturn. 

Leverage: Most of our companies are operating with low net debt positions (some are net cash),
thus posting an average net debt/EBITDA of just 0.7x. 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 24.5x for 2020E. Due to strong EBIT growth rates, we expect
EV/EBIT to drop to 18.9x for 2021E and 13.8x for 2022E.  

In summary, we argue that the companies invested are attractively valued in the light of strong
underlying growth rates, with a solid profile and low leverage to master the current economic
challenges. Combined with some tail risk hedging we are very excited about the risk-reward profile
our Fund offers to you.

Stay safe and healthy,

Thomas Karlovits
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Blackwall ‘average company’ portfolio example

Valuation Ratios* 2019 2020 2021E¹ 2022E¹

P/E 16.9 22.3 22.6 18.0

P/BV 2.6 4.1 3.5 3.0

EV/EBIT 20.4 24.5 18.9 13.8

Net Debt/EBITDA 0.8 0.7 0.5 0.3

Dividend Yield 1.0% 1.0% 1.2% 1.3%

ROE 19.2% 18.4% 23.6% 25.6%

ROCE 13.1% 12.6% 15.9% 18.0%

Long Investments:
Typical Company Economics

Financials* (EUR m) 2019 2020 2021E¹ 2022E¹

Sales 2,280 2,307 2,475 2,642

Gross Profit 833 1,017 1,094 1,176

EBIT 309 396 461 525

Net Income 300 269 326 378

FCF 197 212 260 310

Net Financial Debt 710 676 499 377

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