October 15, 2021

Following volatility in September, global and Canadian equity markets finished the quarter roughly flat. The
S&P/TSX Composite Total Return Index (TSX) rose 0.2% and the S&P 500 Total Return Index (USD) rose 0.6%
for the quarter. Economic growth remains robust, albeit moderating from the extreme numbers seen earlier
this year. The economic recovery is supporting strong corporate earnings growth, despite pandemic-related
labour and supply chain challenges.
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From container and chip shortages to commodity price rebounds
and labour market changes, pandemic-related economic shakeups
have garnered much attention as of late. As with all economic
events, we focus our attention on the underlying businesses and
their response, knowing that while we cannot control the
prevailing winds of economic events, we can establish which
companies we believe to be better suited to navigate the seas.

Our bottom-up approach allows us to closely understand and monitor how the companies we follow are
operating, adapting, and progressing. Given our long-term investment philosophy, we assume that each
company we own will go through challenges, both big and small, at some point. This is why we focus so
much attention prior to, as well as during, macroeconomic events, on how the companies we hold are
prepared and positioned.
During the past eighteen months, we have maintained open communication with all the management teams
of the companies we invest in to stay abreast not only of their current operations but also their plans to take
advantage of market environments. We believe that well-capitalized businesses led by strong management
teams will be better positioned to navigate turmoil and emerge stronger.
To add colour to our way of thinking about particular economic events, we dive into a couple of examples
below. We begin with what we all may have some experience with recently: supply chain disruptions.
Disrupted Supply Chains
Whether waiting for your new car, fridge, hot-tub, bike or laptop to arrive, many of us have experienced the
impact of a disrupted supply chain. Pandemic-induced disruptions have been noted at all levels of global
supply chains, from supplies and production to transportation and logistics. Two key pinch-points have come
to the forefront: shipping and chip manufacturing. Recent transportation challenges have highlighted the

disruption. Over the past ten months, the world has been gripped by skyrocketing shipping costs, leading to
the average shipping container costing five times higher than historical average.
Appendix 1: Shipping Costs Surge during Pandemic

Source: RBC Capital Markets

The disruption has been felt across nearly all industries. Manufacturing, construction and retail sectors that
depend considerably on global trade of goods have noted considerable supplier delays; per U.S. Census
Bureau polling, over one-half cited disruption in the past week (September 20th).
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In many cases, the current supply constraints are closely tied to
production disruptions that arose as a result of COVID-19 related
closures and other restrictive measures. In addition, the pandemic
created a higher than average demand for real goods (furniture,
cars, etc.), as spending shifted away from services (hospitality,
entertainment) to goods, which drove global shipping costs.
Shipping volume from Asia to North America alone was 27% higher
than before the pandemic.

Although shipping costs typically make up a small part of total product prices, lack of availability of ships, ports
and workers, has trickle down effects. Shipping, just like many elements of the supply chain, has little slack or
redundancy built in. When demand snapped back, supply struggled to catch up.
A global semiconductor chip shortage, expected to last until 2023, is another example of a supply pinchpoint that has disrupted the entire chain. Bottlenecks emerged at key manufacturing and transport
locations. Taiwan and South Korea - which control over 80% of global chip production - saw factory
shutdowns. Key shipping routes such as China’s Yantian port - where approximately 90% of the world’s
electronics transit through - closed.
The global effort to extend vaccines, testing supplies, and other tools to countries that have lagged behind,
not only protects global health but also helps to unravel the current supply chain obstacles. As these
disruptions begin to unwind and demand normalizes, equilibrium will once again be reached. In the
meantime and in order to get to this point, companies that can adapt and take advantage of production and

transportation efficiencies will be better positioned to grow
market share by fulfilling customers in a more timely manner
than their competitors.
Below we identify some of our holdings that can benefit from
a disrupted supply chain:
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Kinaxis Inc. (KXS) is a supply chain management software company that provides solutions to optimize,
strengthen, and innovate business plans and supply chains. Kinaxis helps their clients leverage technology
to improve visibility of end-to-end inventory processes, sales and operations – allowing companies to make
quick decisions, identify gaps, and adapt quickly and effectively. Kinaxis becomes deeply integrated into the
companies it services; working with top-tier manufacturers around the world in industries such as
automotive, consumer goods, aerospace, and industrial. Not surprisingly, the company has seen a surge of
new business as the importance of strong and adaptable supply chains becomes clear.
Spin Master Corp. (TOY) Spin Master is a leading, rapidly-growing children’s entertainment company. With
toys continually crossing the Pacific Ocean, Spin Master is acutely aware of any disruptions to global trade.
Prior to the Pandemic, Spin Master began diversifying its supply chain to reduce its reliance on sourcing
from China, growing production in Vietnam and Mexico to approximately one-quarter of total. Earlier this
year, plastic, freight, and chip cost increases were factored into guidance by management which reduced
surprises and allowed for planning. An on-the-ground logistics team in China helps to manage disruptions
and strategic prioritization of key toys has helped to meet demand.
Labour Market Changes
Labour shortages are another element that is challenging businesses and driving short-term inflation.
Generous government support for unemployed workers, a decrease in immigration, and a health-related
reluctance to return to work have all hampered labour supply.
Some of the factors driving labour shortages are transitory and will abate as time goes on, others may be
structural and longer term. A survey completed by employment website Indeed in July revealed that the five
most popular reasons given for unemployed workers not searching urgently for a job were: financial
cushion, spouse employed, care responsibilities, COVID-19 fears; and unemployment payments.
As government stimulus expires, borders open to migrant
workers and immigration once more, and vaccine mandates
ease in-office trepidation (netted against those who elect for
unemployment over vaccinations), sectors will be able to fill
some of the gaps.
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However, longer-term shifts in the labour market are likely to persist even as the pandemic fades from view.
Many workers took to caring for family members or children during the pandemic and reports suggest that
not all are interested in returning to work. Continuing an existing trend, retirement rates jumped during the
pandemic with many electing to take early retirement rather than navigate the uncertainties of the

pandemic. In addition, workers in close contact, high touch-point, manual jobs were faced with the decision
of stepping out of the workforce or pivoting their skills to look for work elsewhere.
Not only has the workforce seen changes, the work place has seen changes too. The shift from in person to
remote working occurred seemingly overnight. Companies scrambled to implement new technologies as we
all learned to use new platforms for communication and become accustomed to a virtual way of doing
business.
Many of these changes are likely to remain part of how we do business. A recent study asking respondents
how many days they wish to return in-office or remain at home showed approximately one-quarter
preferring fully remote, one-half a hybrid, and one-quarter fully in the office, as noted in Appendix 2 below.
Appendix 2: Post-Pandemic Remote Work vs. In-Office
When the pandemic is over and all restrictions lifted, how many days would you prefer working from home?
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Source: Bank Credit Analyst

Through labour shortages and a changing workforce, companies
are forced to adapt or bear the consequences. Economic events
offer a great opportunity for companies, let by strong and capable
management teams, to adopt new technologies, implement new
automatic processes and become more efficient.
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Companies’ ability to adapt is demonstrated in the uptick in labour productivity, as measured as output per
hour, following the initial Pandemic shutdown, Appendix 3 below. The last time labour productivity
increased more than 4% year over year was coming out of the 2008 Financial Crisis where the percent
change reached just over 6%.
Appendix 3: Labor Productivity (Output per Hour) for NonFarm Business Sector
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One company that has adapted well to labour shortages is Waste Connections Inc. (WCN), which provides
waste collection, transfer, recycling and disposal services across the United States and Canada. This labourintensive work is closely impacted by wage pressures and labour shortages. To stay ahead of its
competitition, Waste Connections consistently invests in automation and technology, from the pick-up
process to the processing facilities, to improve its employee safety and efficiency. The resulting outcome is
best-in-class margins and free cash flow generation.
Our continued focus on well-capitalized companies should
serve us well, as they will be able to invest in automation to
improve efficiency as well as finance higher inventory levels that
may be required to provide a safety valve against future supply
chain disruptions. Additionally, during periods of disruption,
well-capitalized companies are better positioned to execute on
value-creating acquisition opportunities, should they arise.

During periods of disruption,
well-capitalized companies
are better positioned to

execute on value-creating
acquisition opportunities

As you may have noticed with the letter and the quarterlies, Seymour has a refreshed look. We recently
made some updates to our logo and our website to modernize our brand, as well as to create a more userfriendly web experience on both desktop and mobile. In the months ahead we will also be launching a new
client portal that will further enhance the client experience. While we're proud of our new coat of paint, our
philosophy of long-term investment excellence coupled with exceptional client service remains unchanged.
Our new site features a video we filmed recently that speaks to the values and people that make Seymour
unique. We welcome you to check out our new website at: seymourinvest.ca.

Sincerely,
The Seymour Team

