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In line with previous months, July came to be driven by uncertainty and guesstimates around future macroeconomic
decisions. In between all the economic and geopolitical worries, the markets found time for a little relief rally. After a sour
first half of the year, our equities started the second half by bouncing 8,6%. If this bounce was a bear trap or the start of a
more optimistic market remains unknown for now. What we do know however, is that further macroeconomic and
geopolitical uncertainty is to expect. 

As mentioned in the June report, the beloved earnings season kicked off during July. Since our portfolio is quite tilted
towards small caps, our holdings tend to report in the end of the earnings season. I will write a summary of our earnings
season in the August report, when all of our holdings have reported. However, there are some interesting take aways that can
be made from the first half of the earnings season. I see two major data points that are trending among  several companies
that has reported so far. These two are, strong demand and an uncertain outlook. 

First out, the lagging picture. Many companies reported strong demand in Q2, both in terms of sales and in terms of order
intake. The overall numbers were strong both in absolute terms and relative to the estimates. What does this tell us?
Regarding sales, we can draw the conclusion that the underlying economy was strong during Q2. Orders were produced and
delivered. Looking at the strong order intake, it is another sign that the economy is still doing well and that the industry is
yet to see a slow down. However, we do know from history that this can turn around very fast. It will therefore continue to be
an important data point to follow, and it will for sure be a key focus for the market going forward. 

Then turning over to the preview of the future, the outlook. Comments about the outlook varied between the reporting
companies. However, the changes in net working capital told us everything we need to know about the outlook. The, to me,
clearest trend among the reports was a working capital build up, mainly driven by increased inventory levels. The signs sent
by this behavior is clear, but at the same time not very telling. What it tells us is that the management groups are still
uncertain about the future, and trying to play the safe card by building up inventory. What is still unclear is the reason for
uncertainty. It could be due to further supply chain issues, it could be due to expected increases in raw material prices, it
could be due to expected further inflation, or it could be due to a completely different reason. 

The fact that overall uncertainty is still high makes these inventory bets as uncertain, and just because the safe card is being
played, I don’t think that it necessarily will turn out to be the best card to play. For some, it will play out just perfectly but
for others, it will be backlashes. If the bet taken, whatever it might be, does not turn out as the case management is trying to
hedge against, the high inventory levels could be really expensive. Since the trend has been very broad, I suspect the estimated
scenarios to hedge against are various, and that makes me think that the palette is broad enough for some of the scenarios to
turn out perfectly wrong. In such case, both the company and its stock could be in for some serious challenges. It has been
said before but I am going to say it again, stock picking will be more important than ever, and the same goes for proper
fundamental analysis. 

With the end of July, we have now entered the final month of summer before studies and HCM is back in business for real.
Start of a new semester means that we will be looking to recruit new analysts to the group. This will be the last report to be
released before we open our recruitment. I am personally very much looking forward to hopefully receive a lot of great
applications, as has been the case previous years. In august we will also be present at the welcoming of new students at
Handels Nollning. I hope to meet a lot of new students, and on behalf of my entire team I do look forward to that as well.
Now it is time to put down the pen and enjoy a couple of more weeks off before HCM is fully back in business again. 

Ludwig Germunder
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Following the majorly bearish sentiment of June, markets saw a sharp rebound in July. During the month, OMXSGI
returned 10,85% and the index closed at -19,65% YTD. Compared to OMXSGI, our equities underperformed -6,95% for
the month and HCM is hence down -30,05% YTD.
 
The best performers during the month were Autostore, Admicom and Chemometec. The worst performers were C-
Rad, Essity and SBB.

The whole portfolio returned 4,14% in July, underperforming our benchmark index which gained 5,71%. Global Bonds
returned a negative -1,02% compared to our benchmark which was up 1,86%. Corporate Bonds returned a positive
2,03%, while the benchmark gained 2,89%. Alternative Investments returned a positive 2,37% compared to Barclays
Hedge Fund Index which preliminary was up by 2,89%. It is important to note that our reported return in Alternative
Investments is lagging with one month. This is due to the funds’ NAV’s updating after the last day of the month. 

Sincerely, Leonard Lenhoff
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