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October was the second month of the year that gave us a proper relief rally. As all the past months of the year, macro
environmental metrics was a driver behind this, where inflation expectations came down compared to earlier months.
However, the relief was also driven by strong earnings reports from the largest companies in Sweden, showing the latest
numbers from the “real economy”. With players like Sandvik and Atlas Copco showing both strong growth, good profitability
and order books on high levels, the market got some positive strings to grab on to. 

While the overall earnings, to me, are not as easy to characterize like the Q2 ones, there are still some recurring themes
among the businesses. Starting out with the inventory build ups, which was the number one theme last time out. It is highly
present this time as well. Many companies are continuing to build up stock, mainly explained by further uncertainties
regarding the supply chains. It is worth mentioning that the change in inventory is not as large as last time out. However,
adding this change to the already high levels of stock, many businesses are now sitting with record high levels of inventory. I
have touched upon this topic in recent comments, and I am still of the opinion that this situation is highly likely to end up in
write downs and lower gross margins. 

As mentioned, the large businesses have reported strong growth both in sales and order books. What we knew on beforehand
was that the Swedish krona have had a tough time comparing itself to pretty much any other currency in the developed
world. For a Swedish company with sales abroad, this is something that will boost sales. I had a look at a sample of the large
businesses reporting early. Summing it up, the sample showed a positive currency effect of 13,5% on sales. Looking at the
organic growth in constant currencies, that was approximately  13,5% as well. The large companies, making up a significant
amount of our index, thus had a currency boost as large as the organic growth. Excluding structural growth from M&A, which
was negligible, this means that reported growth is boosted by 100% from currency effects. While the currency boost is no
surprise, concerning the weakness of the Swedish krona, the magnitude of the effect is worth noting. In the situation we are
standing at the moment, with a likely peak in the economy, we could be in for an unpleasant double headwind. In the case of
a mean reversion event in the currency markets, combined with a declining economy, the growth numbers will be a tough
cookie for the markets to handle. 

As I am writing this, almost all of our holdings have reported their Q3 earnings. I am happy that the overall numbers look
good, and that we have been lucky to avoid the very worst reports this season. Before the first reports were released, we
finished our first pitch sessions of the work year. After pitching four very interesting investment ideas, we decided to buy
Crayon and Electrolux Professional. Two different, yet interesting companies. Both with a clear rational and fit into the
HCM portfolio. 

Looking ahead, we will now change focus to sourcing new ideas through the work state we call suspects. It is a difficult time
in the markets, with a high level of uncertainty. However, as we have mentioned before, it is during the difficult and
uncertain times you find the best investment opportunities.

Ludwig Germunder
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After a weak September, the market showed strength in October and provided some relief. During October,
OMXSGI returned 6,50% and the index closed at -25,64% YTD. Compared to OMXSGI, our equities traded 9,71% for
the month and HCM is hence down -31,17% YTD. 

The best performers during the month were Autostore, Chemometec and Vestum. The worst performers were
SmartEye, Admicom and Microsoft.

During the month we sold SBB. The decision was primarily based on as we see it, the company’s weakening balance
sheet that is concerning looking forward, especially in an uncertain macro-economic climate. Furthermore, we see the
company’s weak cash flow and the founder, Ilija Batljan’s holding company as worrisome. Due to the holding
company’s leverage, SBB is practically forced to continue to pay out dividends even though the company would
benefit greatly to postpone further dividends in order to strengthen its cash flow. To conclude, we believe that the
ongoing financial problems surrounding SBB is not easily resolved as the economy continues to show uncertainty, at
least in the short term. We are not confident in SBB’s manoeuvrability in such a climate, and we therefore decided to
sell. 
 
The whole portfolio returned 2,96% in October; this is in line with our benchmark index which gained 2,93% during
the month. Global Bonds returned -0,37% compared to our benchmark which was down -1,16%. Corporate Bonds
returned a negative -1,04%, while the benchmark returned -1,66%. 

Alternative Investments returned -2,06% compared to Barclays Hedge Fund Index which preliminary was up by 2%.
However, 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, Ossian Malmberg
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