EQUITY STRATEGY REVIEW
SEPTEMBER 2021

I

E

Andrew Smith, CFA, Associate Por olio Manager and Senior Equity Analyst

The series of supply chain disrup ons that have impacted various
end markets over the course of the year have become a
noteworthy considera on in equity investors’ assessment of post‐
pandemic recovery prospects and inﬂa on risks. The interplay of
deferred demand with labor market bo lenecks and weather‐
related produc on upheavals has provided an addi onal layer of
uncertainty around companies’ opera ng leverage. The trade
tensions of prior years had already highlighted the degree to which
a mul ‐decade wave of intricate globaliza on had stretched many
supply chains geographically. Currently the focus is more on the
ability of these diﬀuse, long distance networks to react to shi ing
or vola le pa erns of consump on. It is the poten al dura on, as
much as the severity, of these supply side struggles that has given
investors most pause for thought.
The ability to manage complexity—both strategically from an
organiza onal perspec ve and with ﬂexibility at the opera onal
level—is a hallmark of many high quality or best in class
companies. This is especially true of the businesses whose very
purpose is to act as produc vity‐providing and cost‐saving
intermediaries in the areas of commercial services and
distribu on. The ability, through focused exper se and scale
advantages, o en in fragmented end markets, to simplify,
safeguard, and supplement opera onal factors for a broad array of
customers can be a lucra ve business model. The end result, from
a ﬁnancial viewpoint, is o en inves ble companies that boast
healthy and sustainably compounding returns on capital, along
with high levels of cash conversion.
Examples of “complexity champions” within our por olio include
plumbing and hea ng products wholesaler Ferguson, diversiﬁed
chemicals distributor Brenntag, customer service outsourcer
Teleperformance and pest control/sanita on specialist Rentokil.
These companies are leaders in their ﬁelds and oﬀer appreciable
and cost‐eﬀec ve produc vity solu ons speciﬁc to their
categories. For example, in chemical distribu on the “value
added” proposi on does not just stop at reliable and mely supply
of feedstocks and materials.
Embedded services include
customized batching and blending to meet customer‐speciﬁc
produc on needs thereby reducing working capital requirements
and safety/cer ﬁca on overheads on a permanent basis.
Scale, of course, always ma ers within a sector context. Investors
love an oligopoly and while, at ﬁrst glance, the all‐weather
solu ons providers may not appear to enjoy dominant market
shares on tradi onal metrics, the extent to which they are
privileged by rela ve size should not be ignored. The ini al
barriers to entry at the local level in such end markets are quite
low and many small privately held, family ﬁrms can thrive by
ﬁshing in small but stable proﬁt pools. However, such “mom and
pop” en es rarely have the capital or risk tolerance to expand
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EXHIBIT 1: RETURNS ON CAPITAL EMPLOYED (%)

Source: Redburn Ideas

beyond their own back yards. In many cases, as technologies shi
and inter‐genera onal ownership changes, they eventually
provide M&A opportuni es for the established players to
accelerate their own growth via bolt‐on deals.
Looking forward, it appears likely that the compe ve moats will
only become wider as the fruits of full digi za on—an investment
that only the largest operators in their speciﬁc end markets can
aﬀord—emerge. We expect a widening gap between the digital
haves and have nots in many service industries, and the prime
movers are already exhibi ng the ability to accelerate market
share gains as a result. Exis ng scale advantages and network
eﬀects are likely to be enhanced by AI‐enabled op miza on tools
and real‐ me digital integra on with key customers. So while the
likes of Teleperformance and Rentokil may only have market
shares of <10% in their primary end markets, the fact that much of
their compe on is so fragmented means that in eﬀect they bring
a gun to a knife ﬁght from ﬁnancial and opera ng perspec ves.
Likewise, Ferguson’s ability to provide mul ‐channel (i.e. both
instore and online) fulﬁlment to tradesmen and homebuilders
over the past 18 months has seen them outgrow a resilient market
for plumbing ﬁxtures and enjoy cross‐selling gains within hea ng/
cooling equipment.
Given that the dynamics of such businesses lend themselves to
recurring and proﬁtable capital alloca on proﬁles with Returns on
Capital Employed [Exhibit 1] that are consistently above the
median level seen among the broader industrial/cyclical cohort in
Europe. With inherent and hard‐earned advantages that have
structural and digital opportuni es to become self‐reinforcing over
the next few years, the healthy ROCE trajectories appear poised
for re‐accelera on versus the broader market—irrespec ve of
lingering economy‐wide supply chain scru ny.

Chestnut Run Plaza Building C735 974 Centre Road Wilmington, DE 19805 (302) 477‐6000

.D P

C

.

EQUITY STRATEGY REVIEW
SEPTEMBER 2021

A

:

DuPont Capital Management is an SEC registered investment advisor based in Wilmington, Delaware. Since the ﬁrm’s establishment in 1993, we’ve
had a long history of developing global investment opportuni es in both tradi onal and alterna ve strategies across equity, ﬁxed income and
alterna ve investments. Our investment team structure gives us the ability to be ﬂexible and adapt to changing market condi ons. DuPont Capital’s
focus is delivering consistent investment management results for our clients. Our history of ins tu onal asset management is rooted back to 1942
when our former parent company, DuPont, established a pension plan for its employees. Corteva Inc. succeeded DuPont as sponsor of the DuPont
Pension Plan in 2019. DuPont Capital is a wholly owned subsidiary of Corteva and con nues to manage the legacy DuPont Pension Plan.
DuPont Capital’s President and CEO, Valerie Sill believes in educa on and diversity of experience as represented in our investment teams which are
comprised of PhDs, engineers, medical doctors, and scien sts. We believe their global exper se creates a por olio implementa on edge that
beneﬁts our clients.
For addi onal informa on, please contact:
Mr. William Smith
Managing Director
Business Development and Client Service
(302) 477‐6204
Bill.Smith@dupontcapital.com
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The informa on contained in this memorandum is intended for the sole use of understanding and evalua ng the impact of market events and is not designed or
intended to be used for any other purpose. The document may contain forward‐looking statements, which are based on current opinions, expecta ons and
projec ons. DCM undertakes no obliga on to update or revise any opinions or statements herein. Actual results could diﬀer materially from those an cipated in
forward‐looking statements. Informa on contained herein has been obtained from sources believed to be reliable, but DCM does not guarantee the accuracy,
adequacy or completeness of such informa on. An investment in securi es includes risk of loss. There is no guarantee that any investment in the securi es
men oned will be proﬁtable. Past performance is not indica ve of future results.
This document is not intended as an oﬀer or solicita on for the purchase or sale of any security or ﬁnancial instrument or as a recommenda on to invest in any of the
securi es or ﬁnancial instruments discussed herein. Registra on of an investment adviser with the SEC does not imply any level of skill or training. No part of this
presenta on may be reproduced in any form.
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