
 
	
	
	
	
	
	

	
	
 

FOUR Stocks to Profit 
from Supply Chain Chaos 
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By Carl T. Delfeld, Chief Analyst, Cabot Explorer 
 
What Caused Supply Chain Chaos? 
 
The most important cause of supply chain chaos was the tremendous shift of 
manufacturing to Asia such as China, South Korea and Taiwan as well as Southeast 
Asian nations like Vietnam. This was already a problem since supply lines ran 
thousands of miles and changes in orders were a challenge. To make matters worse, 
companies squeezed inventories to the bone to increase profitability. 
 
Then, in the last year during the pandemic, Americans and people all over the world took 
government financial support and used it to spend on goods for their homes, which 
suddenly became offices and classrooms with new office chairs, gym equipment, and 
printers. They bought kitchen appliances and materials for home projects. 
 
In addition, the Federal Reserve and the U.S. government injected a tremendous amount 
of liquidity into the system. Federal outlays in 2020 were up 47% and in 2021 are up 
51%. 
 
All this swamped the system, leading to surging fuel and energy prices, power 
shortages across the world encouraging stockpiling and inflation, semiconductor 
shortages affecting carmakers, and container ships stuck outside ports made worse by 
logistical assets such as workers, trucks, and rail to get the goods to warehouses and 
then on to consumers. 
 
All this means cargo is piling up not only in port terminals but also in rail yards and 
warehouses.  
 
The median cost of shipping a standard metal container from China to the West Coast hit 
$20,586 in October – almost double what it cost in July, which was already twice what it 
cost in January and 700% higher than the cost a year ago. (Freightos Index). According to 
JPMorgan analysts, new vessel orders will not be delivered until 2023, “at the earliest 
time frame.” 
 
The impact of all this can be seen in sales during the most recent quarter. Car sales 
were down 68.1%, furniture sales fell 15.4%, and household appliances dropped 17.7%. 
 
How do we as investors get around this mess? 
 
 
1) The Supply Chain of Money is Uninterrupted 
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One way to get around the supply chain chaos is to look closely at banking and finance. 
It is impacted little, if at all, by physical shipping and delivery. 
 
As Asia straightens out its imbalances, a conservative way to play the rebound is 
through high-quality Hong Kong and Singapore banks. These banks offer you money-
center home bases as well tentacles reaching in to Mainland China as well as 
throughout booming Southeast Asia. 
 
One premier bank to consider is what I refer to as the JP Morgan of Singapore, the 
Development Bank of Singapore (DBSDY) – better known as DBS.  
 
DBS is one of the largest banks in Southeast Asia, with a presence in 18 markets. It is 
headquartered in Singapore; with its main listing on the Singapore Stock Exchange and 
is the largest constituent of the Singapore Straits Times Index. The Government of 
Singapore established DBS in July 1968 and its largest and controlling shareholder is 
Temasek Holdings, which is one of two large sovereign wealth funds controlled by the 
Government of Singapore. 
 
DBS has a growing presence in the three key Asian areas of growth, which it defines as 
Greater China, Southeast Asia, and South Asia, being India. It is the largest and 
strongest bank in Southeast Asia and the leading consumer bank in both Hong Kong 
and Singapore.  
 
Its tentacles reach out through 200 branches in 50 cities. DBS produces steady profit 
margins, revenue, and earnings and is also increasing market share in consumer and 
corporate banking. Wealth management is also a strategic priority and a growing part of 
its business. Despite all of these strengths, DBS is trading at only sixteen times trailing 
earnings and sports a solid 2.5% dividend yield. 
 
When thinking about banking plays for Asia, HSBC Holdings (HSBC) usually also comes 
to mind. This is a bit of a turnaround story as it seeks to boost returns from its Mainland 
China business segments, which have lagged Hong Kong operations. On the plus side, 
the stock is only trading at 62% of break-up value. 
 
The bank was founded in Hong Kong in 1865 as the Hong Kong & Shanghai Banking 
Corp., and is now based in London. It garners about half of its revenue from Asia but, 
surprisingly, it has sold its Chinese strategic investments such as its stake in the Bank 
of Shanghai and the 2nd largest life insurance company in China, Ping An.  
 
It has about 160 branches on the mainland, more than any other foreign bank. Of the 
bank’s 226,000 employees, 27,000 are in China and 29,000 are in Hong Kong. 
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In an effort to turn things around in China, the bank is unleashing an army of branchless 
bankers to search prosperous coastal cities for wealthy clients who need advice on 
insurance and investments. The venture, known as HSBC Pinnacle, is centered on the 
emerging trend of providing digital banking services, especially wealth management, to 
the country’s rising wealthy. HSBC Holdings still carries weight in the region as a 
respected brand of quality. 
 
This strategy is both low cost and flexible and should pay off in rising fee income over 
time. 
 
2) Shipping Profits and Stocks on the Rise 
 
The primary driver of growth for shipping companies such as Star Bulk Carriers (SBLK) 
is higher shipping prices. 
 
While this is bad news for companies that make goods, they are a big bonus for 
companies that ship them. Given the surge in the Baltic Exchange Dry Index, which 
measures the cost to ship commodities across various routes, Star Bulk can potentially 
earn $41,000 a day, versus about $15,000 a year ago. 
 
Among the many dry-bulk-shipping stocks, Star Bulk, with 128 vessels, is one of the 
largest, best capitalized and most profitable with a high dividend payout as a bonus. 
 
Shipping rates have played well for Star Bulk. For the second quarter, revenues were 
about $311 million, up from $146 million a year ago. Moreover, the company swung 
from a GAAP (generally accepted accounting principles) loss of 46 cents per share in 
Q2 2020 to a gain of $1.22 per share one year later.  
 
According to Trading Economics, the Baltic Dry Index – a shipping market bellwether – 
is now at 5,167, up 30% over the past month and 157% over the past year. 
 
For some perspective on that period of time, the index is higher than at any time since 
September 2008, a peak that ended when the Great Recession hit and global demand 
for goods around the world dropped. 
 
Clearly, the company is on a roll with a dividend increase to 70 cents per share, a 
significant jump from the first-quarter dividend payment of 30 cents per share. 
However, investors should note that Star Bulk is an inconsistent dividend payer and 
ceased paying a dividend for most of 2020.   
 
But in another sign of confidence, management announced the authorization of a $50 
million share buyback program with the second-quarter report. Notably, this 
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authorization occurred after the shares advanced from about $9 to the current level of 
about $23 for the year to date.  
 
The question now becomes: If the company has signaled its willingness to buy shares 
at this level, shouldn’t investors jump on board, too?  
 

3) Logistics, Logistics, Logistics 
 
Another group of companies benefiting from supply chain chaos is logistics companies 
with sophisticated software that help companies deliver on time, reduce costs, and 
increase profitability. 

Coupa Software (COUP) specializes in business spend management (BSM).  
 
The company’s software provides a cloud-based business spend management 
platform. Its platform connects organizations with suppliers globally, and provides 
visibility into and control over how companies spend money, optimize supply chains, 
and manage liquidity, as well as enables businesses to achieve savings that drive 
profitability.  
 
Coupa connects its clients with over 7 million global suppliers, helping them purchase 
the goods and services they need to run their businesses. At the same time, Coupa's 
tools help companies build more robust supply chains and save money through 
strategic procurement such as pre-negotiated discounts with suppliers and pooling 
client purchase orders. 
 
All of these transactions create data to which Coupa applies artificial intelligence to 
gain insights that clients can capitalize on to give them an edge over rivals. 
 
Some specific services include procurement, invoicing, expense management, payment 
platforms, contract management, contingent workforce, supplier risk management, and 
supply chain design. 
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The company markets its payments platform and services primarily through a direct 
sales force. In addition, Coupa has a strategic joint venture with Japan Cloud 
Computing as well as an app allowing clients to integrate data and tools with 
companies such as Microsoft and Workday. 
 
While the company is still unprofitable, in its most recent quarter Coupa's revenue 
surged 42% and free cash flow reached $643 million. 
 

 
 
 
4) The Supply Chain of Semiconductors – the Brains of Technology 
 
Veeco (VECO)   
 
Semiconductors are crucial and the most strategically important technology because 
they are the materials and circuitry needed to produce microchips that are at the heart of 
everything from smart phones to advanced satellites. You might think of these 
microchips as the brains inside all advanced technology. Roughly speaking, there are 
three different types of firms in this sector. 
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The more you explore the semiconductor market, the more complex it seems to get. We 
go today to a market segment that hardly ever gets talked about. 
 
The first are the chip designers such as Nvidia (NDVA), which is a competitive space 
with low capital requirements and huge profit margins. America leads the world in chip 
design. It is a wilding popular business with seemingly endless growth and rising stock 
prices. 
 
Then comes the actual making of the chips in what is referred to as fabrication plants.  
 
The advanced chipmaking business, which is extremely capital and talent intensive, has 
gone through a rapid consolidation as companies producing cutting-edge, high-
performance chips has declined from 25 firms to 3 firms. Taiwan Semiconductor 
(TSM), which I recently sold because the risk of conflict just became too high, is the 
king of the hill in fabrication and is planning to spend $100 billion in the next three years 
to keep its lead, especially at the high-margin, premium end of the business. The United 
States has about a 10% global share of the chipmaking business while Asia dominates. 
 
The middle leg, in which America has the lead for now, is semiconductor equipment 
used to make and process wafers as well as test and put together the final chipsets. 
According to the U.S. International Trade Commission, U.S. chip equipment firms, which 
have roughly 60,000 domestic employees, account for about half of global production. 
America is even more dominant in chip design software, controlling about 80% of the 
global market. 
 
Veeco (VECO) is a play on this middle leg market as an American high-quality provider 
of state-of-the-art semiconductor fabrication equipment. The company delivers the 
leading-edge technology to U.S.-based and international high-end-class chipmakers, 
some of which are 100% reliant on Veeco technology to deliver the next-generation 
chips due the company’s base in New York since 1945. 
 
If you walked the factory floor of one of those billion-dollar-plus fabrication facilities, 
you would likely read the Veeco name on the machinery that fabricates the microchips. 
Therefore, they are more of a secondary play on the continuing growth and complexity 
of semiconductor production.  
 
Plus they sell the equipment and services that let semiconductor fabricators make 
better, faster, more sophisticated semiconductors. So they’re best described as a 
semiconductor capital equipment company, which ought to be a big growth business 
these days, with more fabs being built and with a strong focus on expanding U.S. 
semiconductor production.  
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Veeco has been through a few restructurings and strategic shifts over the years, as well 
as a number of acquisitions, most recently with the purchase of Ultratech a few years 
ago. 
 
On the numbers side, analysts expect revenue to pick up nicely in fiscal 2021, with 
revenue growth close to 30% and with up to 50% earnings growth, from 86 cents per 
share to $1.29, and then to grow further in 2022. If this comes to pass, VECO is growing 
earnings at a solid 20%-plus rate but is valued at about 18X current year earnings and 
about 15X forward earnings estimates.  
 
The company boasts revenue growth, accelerating profitability and strong market 
position in a market of growing demand. It also stands to benefit from the acceleration 
of electric vehicle (EV) demand, as a high-end electric vehicle requires 3,000 microchips 
per vehicle. 
 
____________________________________________________________________________________ 
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