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27 March 2020 

Dear investor 

European Opportunities 

We have set out in this letter an update from our investment team on our portfolio 
positioning and some of the longer-term implications of the current pandemic on the 
European equities strategy that we run for you. 

Portfolio positioning 

We have made very few changes to the portfolio. We have always tried to manage the 
investment risks by selecting companies that can survive and prosper in different economic 
scenarios. We are constantly reviewing our holdings but with few exceptions remain 
comfortable with our selections. 

The financial news is dominated by a spate of profits warnings. Likewise, there are companies 
that are doing relatively well, even, in some cases, flourishing. We are not chasing these. The 
food retailers, for example, are performing well as shoppers have rushed to stockpile 
provisions. But they do not meet our investment criteria on a number of counts. We have no 
idea about the timing of a recovery but have not extrapolated their current resilience and 
assumed that it is a good guide to the future. We distinguish short term performance from 
longer term prospects.  

For the most part, although there are exceptions, notably Carnival, our natural positioning is 
a relatively good one for this situation. We believe our portfolio is fit for the current 
circumstances and fit for the recovery that will inevitably follow. Our companies are ‘special’. 
We are confident that will become apparent when we get to the other side of the pandemic. 

Portfolio characteristics  

As a reminder, we seek to identify companies that are special insofar as they can sustain 
higher growth rates, at higher margins; they can monetise the products and services they 
provide; and are proving to be resilient to competitive pressures. 
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• Global. Our companies’ global coverage brings with it challenges. However, as China 
recovers it is clear that our ambition to identify global winners is sound. 

• Digital has been a big theme for us. Clearly this is a positive as we do not have the ‘people 
problems’ of high street retail, hospitality and so forth. Contrast the latter with the 
electronic platforms of Deutsche Boerse. They are flourishing in the current market as 
they benefit from volatility and can stay open (remote electronic trading) when others 
(with ‘people problems’) have to shut. 

• Healthcare. c.25% of the portfolio is healthcare related. These companies benefit from 
recurrent demand. Diabetic patients of Novo Nordisk, for instance, need drugs daily. 
Grifols, a leader in blood plasma fractionation, are likely to benefit from ever more 
exacting regulations longer term. In the short term, demand remains. 

• Recurrent. Our companies have, we believe, more recurrent demand than average 
portfolios. 

• Debt. Our companies, typically, have strong balance sheets. We tend not to have capital 
intensive businesses. We have more intellectual property and less debt than the 
benchmark. Over a quarter of JEO’s holdings at the end of February have balance sheets 
with net cash positions. 

• Special cases. We have two: Wirecard and Bayer. We consider the news from Wirecard to 
be encouraging. We remain confident, more so now that they report KPMG as having 
found, to date, no reason to revise published profits numbers. All the evidence is positive 
for Wirecard. The growth rate last year was higher than we had hoped. It is exceptionally 
good. Bayer are inching towards an out-of-court settlement with plaintiffs alleging their 
glyphosate weed killer caused cancer. We think a settlement, if reports are correct, will 
reveal a low valuation for a high-quality business. 

Longer term implications of the crisis and positioning 

Economic. The economic shock is colossal. We have doubts about government policy. We 
are sure that this is hugely disruptive. If it is a short-term crisis (weeks) we think a quick 
recovery is possible. However, we think a crisis of months would be profoundly damaging. 
Every day the damage gets greater. There will be massive unintended consequences. Public 
finances are going to be very bad. There are likely to be structural effects. We don’t know 
what they are, but a ‘land grab’ by the state, higher taxes, disruptions for free movement are 
all likely. Our biggest concern is that government’s ‘magic wand’ instils a false sense of 
confidence. The corollary of this is often economically irresponsible decisions by government 
and individuals. 

Companies. Most companies are thinking about survival. There will be a huge focus on cash. 
One element of good news is that the European banks are, surprisingly, slightly better 
prepared for this crisis than they were in 2008. Central banks are helping. However, the cause 
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of this crisis is not financial, so the remedy is not purely financial. Many corporates will also 
have to think about supply chains, contingency planning for future pandemics, remote 
working, IT changes, and geographic risks, for example. 

Lessons learned  

One of the main lessons that we have learned is to stick to the investment criteria that we 
always use. Where we have seen companies straying too far from what we like, we have sold. 
Two examples are Intrum and Umicore. We sold Intrum because they allowed their debt 
levels to get too high; too many acquisitions and too much investment. We believed that 
the high debt levels made the company vulnerable. We are still of that view. Umicore is 
another stock that we sold. The company’s strategy was predicated on an unwavering 
confidence that Electric Vehicles would be an unequivocal opportunity. They committed to 
a significant capex programme that allowed for no delays. We believe that this crisis might 
well delay aspects of the green revolution. This inflexibility is likely to be expensive for 
Umicore. 

Structural changes 

It is difficult to be sure what is going to be different after this pandemic. It depends to a 
great extent on the longevity of the disruption. We offer some thoughts which help shape 
our portfolio of companies. 

• Globalisation: There will be different outcomes in different countries. Companies will 
continue to see global demand and supply diversification as significant advantages. We 
think the crisis will underscore the advantages of companies building a global business 
– rather than derailing globalisation. Our companies are more geographically spread 
outside Europe than the benchmark. US-China relations remain an exceptional case. We 
note, however, that the US-China agreement supports agriculture. Indeed, some 
evidence supports our view that the agricultural sector is doing fine. Soy demand is good. 

• Recurrent demand and remote working. Some companies will continue to enjoy high 
levels of recurrent demand. For instance, Novo Nordisk’s patients’ demand for diabetic 
care will be largely unchanged. Others will see demand postponed; they expect to enjoy 
a catch up when the economy recovers. Other companies will not recapture lost sales 
through this episode. We believe our portfolio has much more recurrent demand than 
the average European company. 

• Digital: If this pandemic has illustrated one thing, it is the power of digital. The ‘digital 
channel’ allows you to work, shop, dine, exercise, be entertained, and socialise from 
home. The crisis has shown the extent to which it can be taken. It has also shown the 
critical importance (and thus far impressive resilience of) the supply chain. Our portfolio 
boasts numerous winners from the digital channel. There is also a strong supply chain 
aspect to the digital story. For instance, gaming software developers can work from 
home; Deutsche Boerse’s electronic platform doesn’t need physical supplies. In both 
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cases, they don’t have serious supply problems. This contrasts with producers of physical 
products whose operations have been affected by supply chain issues. 

• State intervention and crowding out of private capital: In many countries there will be 
more state intervention. We note two possible implications of this. First, in sectors where 
the state wants to intervene, private companies are likely to find it hard to compete with 
the state. We will try to avoid these areas, and do not think our companies are greatly 
exposed in this way. Sectors with high levels of physical employment are those likely to 
attract state interest. Our companies are more IP focused and less labour intensive. Our 
second concern is the crowding out of private sector capital to pay for the high state 
debt. Again, our companies are not typically capital intensive so should be less affected. 
Further, a greater geographic spread of interest might help mitigate this concern. 

• Debt: With largescale state intervention competition for capital will increase. We continue 
to focus on companies with strong capital positions. This is true of our companies in 
general, and especially so of our largest investments (e.g. Novo Nordisk, Wirecard and 
adidas). 

• US: President Trump declared “the cure must not be worse than the cause of the crisis”. 
This is important and shows that under his leadership the US understands economic 
success is vital. Our companies have good exposure to the US and China. Both these 
economies are likely to be at the sensible end of the scale, weighing that fighting the 
health crisis cannot be done without acknowledgement of economic imperatives, though 
Trump should resist the temptation to remove restrictions prematurely. The whole 
COVID-19 experience will redouble China’s efforts to become technologically 
independent of the US (which may have second order benefits to companies based in a 
comparatively ‘neutral’ Europe). 

• China is getting back to normal: Exposure in China is a ‘good’ thing at present. It 
underpins the globalisation view we have. For example, Coloplast (not held) describe 
China as ‘’95% back to normal’’. The pig market is also recovering in China, after suffering 
a separate pandemic. The authorities want to industrialise their pig farming, moving it 
away from the bad practices of the ‘backyard’ farmers; Genus stands to be a beneficiary 
of this technification. 

• Environmental Agenda: Despite impressive strides in certain sectors, in the majority of 
industries, the green alternative remains the more expensive option. If Saudi Arabia’s 
move to crush the oil price endures, the green ‘breakeven price’ becomes structurally 
lower still. Whether it is governments or consumers, in the face of yawning deficits the 
scale of the green ambition may be tempered, at least for a time. For example, Neste, the 
Finnish oil refiner, cautioned about the impact of their hedging strategies rolling off. The 
collapse in the oil price will have implications for them. 

The team at Devon Equity Management 



DEVON EQUITY MANAGEMENT LIMITED 
 

 
5 

• Working. We are now all working remotely, as per government advice. Though not ideal, 
for a short period is satisfactory.  

• Platform. Our platform for remote working is excellent. Our IT systems are functioning 
perfectly for this situation: Bloomberg, order management, cloud connectivity and so 
forth mean that we are well placed. 

• Charlie Southern, ex Indus Capital and Goldman Sachs. We are delighted that we 
completed our investment team by recruiting Charlie as our new senior analyst. He has 
a first-class mind; he brings deep experience of Asian corporates and markets; and he is 
a good cultural fit. He will help us understand whether our ‘world beaters’ really are the 
best because he will spend time looking at the global peers. 

• Corporate contact is the life blood of what we do. All face to face meetings are cancelled. 
However, we continue to be in regular contact with our companies. Our good corporate 
relationships always help in these stressful times. We have good access. We are picking 
up helpful insights from companies that will help steer us through this crisis. 

Opportunities 

There is no doubt that with every crisis, there will be winners and losers. There are going to 
be some great opportunities. You can be sure that we will maintain this mindset and keep 
working to find special companies that are winners through the crisis. There will be more 
distressed sellers. 

To do this we need your patience and support. Thank you so much. 

 

Alexander Darwall 
Chief Investment Officer 
 
Luca Emo 
Senior Fund Manager 
 
Charlie Southern 
Senior Analyst 

Please note that these views represent the opinions of Alexander Darwall, Luca Emo and 
Charlie Southern as at 27 March 2020 and do not constitute investment advice. 

Further information 

We publish the top twenty holdings, sector and geographical allocations for European 
Opportunities Trust PLC (JEO.LN) to the London Stock Exchange at each month end (see: 
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https://www.investegate.co.uk/CompData.aspx?code=JEO&tab=announcements) and we also 
publish performance statistics and a monthly fact sheet to our website, www.devonem.com, 
together with copies of past reports and accounts and other disclosures. Should you have 
any queries please email us at enquiries@devonem.com and we will endeavour to respond 
as soon as is practicable. 


