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Fall from dizzying heights
US Treasury yields are the world's most important financial metric and for a
decade and a half it was ridiculously low. As a result, the forces of gravity
were temporarily overridden on the stock exchanges. In this way, relative to
interest-bearing securities, every type of investment seemed attractive and
all valuations, no matter how high, made sense. All assets were able to take
off effortlessly into the stratosphere.
Now suddenly there are interest rates again and the government securities of
the world's largest economy are suddenly once again a real competitor to
the other financial investments. At the beginning of this year, US bonds with
a ten-year term were only yielding 1.5%. In the meantime, however, the
annual interest rate has stormed up to almost 4%. As a result gravity
returned to the markets and sometimes led to immense price losses for
almost all assets, whether they were stocks, bonds or even cryptocurrencies.

Development of global government bonds

Source: BofA Global Investment Strategy
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Fund portfolio loses almost 7% in value
In the AvH Emerging Markets fund we focus primarily on stocks that are
attractive in terms of value. The individual values in our portfolio were therefore
never at "stratospheric heights" even in the earlier low-interest times.
Nevertheless, the selling pressure on the stock exchanges also affected our
positions. Since the beginning of the year, the fund shares have lost 7% in
value, with most of the price drops taking place in the third quarter. During
this period there was a price discount of 6.8%.

AvH in EUR | 3 Years

YTD: -7.36

Source: Universal Investment

In view of the sell-off that took place at the same time on the world stock
exchanges, we see the fund's performance, since the beginning of the year,
almost as a success. The emerging markets in particular have not been left
unscathed in this environment. In fact, they are considered particularly
vulnerable at such times, as rising US interest rates (and a strong dollar) are
said to make them less attractive. Emerging market equities are often sold off
instinctively during risk-off phases and unfortunately it is difficult to say how
long this situation will last.
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Fossil Energy - we remain heavily invested
The weaker development in Q3 compared to the previous quarters was
particularly atypical for the AvH Emerging Markets fund. This was mainly due
to the fact that we continue to have a relatively high weighting in the fossil
energy sector and in particular in oil stocks. This allowed the fund portfolio
to perform well above average in the first half of the year but not anymore in
the third quarter. The ubiquitous fears of recession has meanwhile also
affected the oil price and thus dragged oil values down with it.
There's a lot to philosophize about how much the global downturn will
weigh on oil prices. There is no doubt that oil demand growth has weakened
recently. However much of this is due to the Chinese Covid restrictions,
which will probably not last. In addition, the US government has already
pumped 160 million barrels into the market from its strategic reserve since
March, thereby artificially increasing supply.

Mittelfristige Preistreiber
At the same time winter is just around the corner in the northern
hemisphere. In North America and especially in Europe natural gas is still
many times more expensive than oil for the same energy output. This will
prompt a number of utilities and large industrial consumers to switch from
gas to oil for now. In addition the EU-wide boycott of oil from Russia is to
come into force at the turn of the year. Additionally the rather bold G7 move
to impose an oil price cap on Russia could well backfire and provoke an oil
shortage.
However, in the medium term, investments in the production of the future
are decisive anyway. The oil industry has invested far too little money in
developing new deposits in recent years. This will not change for the time
being because the recent price volatility has unsettled many producers
again. In addition, the costs for the necessary mega-projects are now
increasing enormously due to rising interest rates worldwide. At least for the
classic oil giants, investment funds have so far been cheap. But that has
changed abruptly in the last few months.
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Amazing progress in the refinery segment
ESSO SAF in EUR | 1 Year

Source: Reuters

In the second half of the year, oil producers and refiners profits are very likely
to fall again. But that's bearable since most stocks in this sector weren't
particularly expensive anyway. For example, the share of the Exxon subsidiary
Esso SAF, which has a comparatively high weighting in the AvH fund with a
portfolio share of 5.4%, has corrected noticeably in recent weeks because the
market is expecting falling refinery margins. However, the profit alone in the
first half of the year was already higher than the current market value, even if
that sounds pretty incredible!
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Another example of an extreme undervaluation is TotalEnergies Gabon. The
company, which belongs to the French Total group, operates one of the few
large refineries in West Africa, as well as various production sites and a
network of filling stations. Here, too, a drop in profits is to be expected
compared to the first half of the year. However, the company is also trading
at a discount of 60% to book value and the cash on hand is well above
market value. However, it is downright unbelievable that the company,
whose shares we bought at 160 EUR, recently paid out a whopping 72 EUR
per share as a dividend.

TotalEnergies Gabon in EUR | 1 Year

Source: Reuters
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The fossil energy sector will remain volatile for the time being but ultimately
it will certainly not perform worse than most other market segments. In the
medium term, we see above-average price potential in oil, gas and coal, and
are therefore still weighted in this sector with around 28% of the fund
portfolio at the end of the quarter. On the other hand, we already sharply
reduced our other raw material positions in the second quarter, thereby not
only taking into account the growing fears of a recession but also the rising
costs in the mining sector.

Nigeria – completely misjudged!
In addition, we remain overweight in countries that benefit indirectly from
stable fossil energy prices, especially in Nigeria, which remains our most
important investment target with a weighting of almost 24%. Despite all its
problems, Nigeria, which now has a population of 220 million, is a prime
example of a country with good development opportunities but one that is
criminally underestimated by investors.
This is represented by the financial group Guaranty Trust Bank, which
performed solidly again in the first half of the year with growth in pre-tax
profit of 11% to the equivalent of 240 million dollars. Still, the stock has come
back so strongly that it now has a P/E of under 3 and a dividend yield of over
16%. The main reason for the caution about Nigerian equities is the weak
national currency. However, the country's central bank has meanwhile raised
the key interest rate to 15.5%, thus at least sending a signal of determination
to the markets again.
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Guaranty Trust Bank in EUR | 1 Year

Source: Reuters
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Azerbaijan – a fossil superpower
Always on the lookout for potentially undiscovered markets, I also took a trip
to Azerbaijan in July. There I visited, among other things, the impressive city
center of Baku but also spoke to a number of bankers, CEOs and the head of
the local stock exchange. The enormous oil and gas deposits in this region
played a very central role in the Second World War and have now again
come into focus. In the future Europe will rely on significantly higher
quantities of natural gas from Azerbaijan in order to be able to replace the
Russian supplies.
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A visit to Anglo Asian Mining, a gold producer listed in London, was also very
revealing. The Company has comparatively low production costs of $840 per
ounce and its market value of about $90 million is already about 40% cash
covered. In addition, the company has interesting project concessions, which
also include extensive copper deposits. As a mine operator, it also has the
great advantage that cheap energy is plentiful in Azerbaijan. We therefore
bought a small position in Anglo Asian Mining for the AvH Emerging Markets
Fund some time ago.

Too early for broad investments
Otherwise it is probably still a few years too early for investments in
Azerbaijan. The conflict with neighboring Armenia has been smoldering for
decades and flared up again just a few weeks after my visit. In addition, the
financial and accounting standards there are not very high and the stock
exchange is also of little importance to domestic investors. Nevertheless, we
will continue to monitor this up-and-coming and resource-rich country. The
international institutions are currently not interested in Azerbaijan, which is
always a good sign from our point of view.

Die Risiken der Risikoaversion
Ultimately, it is hardly possible to make a serious forecast about market
developments in the coming months. The economic and political
imponderables are simply too great. However, the rightly prevailing
uncertainty has already taken a heavy toll on the stock exchanges. The
ratings are not yet down everywhere but they are again strikingly low in
many countries and sectors. In principle, such a situation holds potential for
long-term investors.
Markets are pricing in more risk every day. As an investor, however, this also
means that you run the risk of only seeing things in the dark and no longer
taking advantage of the opportunities due to the sheer number of actual and
supposed risks. Equity investments are always associated with fluctuations
and price risks. However, the risk of an investor assessing the situation too
negatively increases with each passing day that the mood continues to
deteriorate.
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Inflation protection through substance and high
dividends
In addition, we must not forget another aspect: as investors we are currently
facing the enormous challenge of maintaining the purchasing power of our
money. Equities may not appear to be the most effective means for many
investors at the moment. Beyond all market fluctuations, however, there is
the real substance of the corresponding companies. Those who invest in
good companies at good prices still have a real chance of offsetting inflation.
On the other hand, if you leave your assets to the devaluation that is
currently rampant, you will definitely lose a considerable part of it.
In the AvH Emerging Markets Fund, we are currently investing almost 90% in
equities and have therefore kept the investment quota high. On the one
hand, this is because we firmly believe in the target companies in the fund.
On the other hand, the valuations are favorable, so that currently there is
hardly anything to suggest sales. At the end of the third quarter, the average
price-earnings ratio of the stocks contained in the fund was just 6.8. They
were valued at just 1.2 price-to-book and had an 8% dividend yield. We
believe we are offering our investors tangible value in times of high volatility
and high inflation.

Our key figures in comparison
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Thanks to loyal investors
As value investors we will continue to focus consistently on substance and
undervaluations. Our investment horizon does not cover individual quarters
but several years. Many investors agree with such a view but not all follow
them in depressed market situations. At this point, I would like to thank you,
our investors, all the more for your trust and loyalty, which you have once
again shown us in the difficult past few months.
Your Axel Krohne
Head of Portfolio Management
AvH Emerging Markets Funds UI
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Risk warning
Historical performance does not allow conclusions to be drawn on a similar
development in the future. This cannot be predicted. The price or market
value development of financial products depends in particular on the
development of the capital markets, which in turn is influenced by the
general situation of the global economy as well as the economic and
political framework conditions in the respective countries. Irrational factors
such as moods, opinions and rumors can also affect the general course
development, especially on a stock market. The value development of the
fund is influenced in particular by developments on the international stock
markets or commodity markets as well as by changes in yields or price
developments on the bond markets, which create opportunities and risks.
Due to its composition and investment policy, the fund is subject to a nottobe-excluded risk of increased volatility meaning that in short periods
upwards or downwards strongly fluctuating share prices.
Disclaimer
This document is for information purposes only and does not constitute an
invitation to buy or sell any fund shares. The sole basis for the share purchase
is the sale of the Fund (Purchasing prospects, key investment information
and the latest annual and semi-annual report). Sale papers for the fund are
available for free at Universal Investment Gesellschaft mbh, Theodor Heuss
Allee 70, 60486 Frankfurt.
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