
Dear Investor,

In Q2 2022, the Blackwall European Equity Fund posted a negative performance of –19.03% against
a volatile, declining market environment. 

Overall H1 2022 was one for the record books. Various broker houses used differing examples as
they looked to put things into a historical context:

1. According to Deutsche Bank, US 10-year treasuries had their worst H1 performance
since 1788,

2. The S&P 500 saw the worst H1 total return since 1962 after a brief quarter-end rally just
pulled it back from being the worst since 1932, and

3. BofA notes in real terms, the S&P500’s performance was the worst since 1872

While we lack such long-term historical data in Europe, the picture was similarly bad, especially with
the war in Ukraine being at the epicenter of the current crisis.

Central banks have created the “everything” bubble, and it is therefore a logical consequence that
every asset class has declined (other than Real Estate – but the first cracks are coming) – from bonds
to equities and most recently also commodities. Up until recently private equity investors enjoyed the
benefit of not seeing their daily prices, but events like the current fund raising of Klarna, one of
Europe’s most prominent high-profile fintech start-ups, revaluing the company from USD45.6bn to
now a reportedly USD6.5bn illustrate that there has been no place to hide. 

This is the most challenging period in our investing lifetime. It is much worse than the bursting of the
dotcom bubble – which was on a macro level quite an isolated event – and has the potential to be
also worse than the Great Financial Crisis of 2008. Though the latter brought the financial system
almost to the brink of collapse it was contained by a massive financial stimulus, leading to a subse-
quent recovery with reasonable effects on the broader economy. As we speak, the entire economy
is affected which means every single household and every single industrial sector.  

For 40 years we enjoyed ever declining interest rates, declining tax rates, China exporting deflation
in a context of globalisation, fueling consumption and higher debt on all levels (i.e., boosting revenue
growth) and optimised cost structures (i.e., record profit margins). Every single crisis in between was
flushed away with ever increasing levels of liquidity supply. Central banks acted like the famous man
with a hammer – for whom the entire world looks like a nail. Sure, nobody expected a war in Europe
in 2022, nor the Covid outbreak in 2020, but now they have served to create a new paradigm with a
very uncertain outcome. 40 years of structural imbalances are unlikely to be rebalanced to a new
equilibrium within a single year, particularly with the only tool we’ve repeatedly used in the past, which
will be unlikely work this time. 

In our view, this is not a replay of the 1970s, yet some lessons might still apply: 1) it will take time to
fully rebalance (maybe 5, maybe 10 years – we don’t know, but surely not 12 months), 2) it is going to
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be volatile (there will be good years and bad years throughout this rebalancing, but we don’t expect
any new highs any time soon), 3) overall the majority of people worldwide will be worse off by the end
of the decade as inflation (despite ebbing off at some point) is likely to take its toll and, 4) some areas
of structural growth should be much stronger – as is usual in such periods. 

Operational performance of our key holdings 

In the following we have summarised the very latest trends and news related to a number of the
Blackwall Europe Equity Fund’s key investment holdings. In total, we conclude that almost all corpo-
rates have been executing in line with their expectations, have delivered robust financial performance
YTD, and are in very healthy financial condition (financials posted below are Q1 numbers, i.e., the last
set of factual numbers). However, it is also obvious that major trends such as surging energy and
transport costs, general input price inflation, supply chain disruption, etc. have selectively started to
take their toll. Notwithstanding, we are convinced our key holdings are well placed to weather the
(coming) storm.

1. Bakkafrost keeps on benefitting from a supply-constrained world market for salmon,
suffering from poor biology in the key farming areas of Norway, and in particular Chile.
At the same time, steadily rising demand, not least due to salmon gaining consumer
share from beef and pork in terms of source of protein, has been pushing salmon prices
to new record levels, boosting Bakkafrost’s profitability. For Q1-22, Bakkafrast grew its
sales by 39% and EBIT by 87% YOY.

2. Corticeira Amorim has started the year with excellent Q1 results (sales +32%, EBITDA
+37% YOY), confirming further market share gain. Demand has not been slowing much
in recent months so that Q2 should also come in very robust (though due to the year-
ago base, YOY growth will be lower QOQ), offsetting well the headwind from cost (energy,
transport mainly) inflation.

3. EDPR continues to execute well on its strongly-filled project pipeline which, in combi-
nation with EU taxonomy/New Green Deal initiatives, promises rapid growth for the
remainder of the decade. Given its best-in-class management track record (e.g. supply
chain control), its scale advantage, and its global footprint, EDPR is very well placed to
continue to lead the industry. For Q1-22, EDPR increased EBITDA by 47% YOY.

4. Hornbach Holding reported strong revenue growth of +8.1% YOY for the recently
finished quarter (despite tough comps), but slightly lower EBIT due to surging energy
and transport costs. Adopting a cautious view for the remainder of 2022, management
has lowered its full FY projections to only “slight revenue growth YOY” and EBIT below
the year-ago level “by a small double-digit %” (which will still result in Hornbach’s second
best FY ever).

5. Mynaric was recently selected as the exclusive laser terminal supplier to Northrop
Grumman and is involved in c.20 request-for-proposals (RfP). In terms of financing
growth, Mynaric has signed up L3 Harris as a new strategic investor, taking an initial
7.2% equity stake, likely with more to come. 

6. Northern Data has YTD increased its Bitcoin ASIC mining fleet from 10,000 to 46,000
units, thus 46% of the targeted year-end 2022 installed base of >100,000 units. The
company’s eagerly awaited full-year 2021 results (sales EUR190m, EBITDA EUR90m)
were, in preliminary format, released on 30 June, slightly shy of expectations due to a
higher burden from 2021 acquisitions but with a comfortable EUR222m in net cash. The
full KPMG-audited report is to follow by end-of-July 2022, with a strategy update outlining
the group’s Cloud Services strategy expected for September. 

7. Remedy delivered an excellent Q1-2022 (sales up 56% YOY, EBIT margin 22%, the latter
down from 24% a year ago), hinted at somewhat lower YOY growth for the rest of this
year (due to different seasonality and one-time effects), and reiterated its guidance for
full-year 2022 revenues to be up YOY and EBIT to be moderately down YOY amid
reinforced investment in new games due for release in 2023-2025.
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8. SNP Schneider-Neureither’s H1-2022 operations have been developing reasonably well
with order intake above sales (b/b >1), revenues growing double-digits YOY (Q1-22:
+24% YOY) and the important Partner business further accelerating. EBIT has most likely
been up solidly (Q1-22: EUR+1.1m, up from EUR-2.4m) and the full 2022 guidance has
recently been reconfirmed. With the upfront consumption of strategic partnerships in
earlier years behind, a step change in profitability will kick in from H2 and will push SNP’s
EBIT margin from c6% for 2022 to >10% from 2023.  

9. Süss MicroTec continues to benefit from bouyant demand for new chipmaking
equipment, with growth only held back by bottlenecks in supply. The company’s break-
through orders for its hybrid bonding tool as well as new customer wins for its UV
scanner represent a big leap forward, whilst emerging micro-optics has finally reached
the targeted turnaround. For Q1-22, the company grew its order intake by 45%, sales by
20% and EBIT by 50% YOY.

Risk management and positioning for next structural growth areas   

Our comments regarding the geopolitical situation, the macro picture of a stagflationary period
and the sector levels are the same as per our Q1 newsletter (please re-read). 

In a broader bear market, there are three lines of defence. We have used all of them and will
continue to do so. They are: 

1. The “right” selection of stocks: Evidence is growing that we are heading for a stagfla-
tionary period. Although multiples are typically declining for all companies, it is vital to
focus on companies with pricing power and structural growth. Both traits are great in
good times, but they are even more important during stagflationary periods. In a world
where consumers lose 5% and more on real income p.a. there is no way that all
companies can pass on prices. And passing on prices at lower quantities is not pricing
power either. We focus on structural winners from the energy crisis in Europe (like
renewable companies), software & technology companies (software not being impacted
by supply chain issues; replacing rising labor costs; benefiting from defense related
government programs) or food companies with pricing power without demand
destruction. 

Furthermore, most of our companies show net cash on their balance sheets, generating
a healthy FCF despite growth investments. We continued to review all of our estimates
during Q2, cutting estimates where needed, and applying in general more cautious
assumptions. Note: in general, we only had to make few adjustments to the portfolio as
our portfolio is well positioned in the sectors benefiting from the new environment, whilst
for a number of reasons we were not in the sectors suffering the most (this was bad for
our performance in 2021 but should reverse from here on).

2. Active hedging: To be fair, the “right” selection of stocks matters more on the way up
than on the way down. When markets are in the hands of big macro trades, differentiation
matters less, and liquidity comes to the forefront. Everything gravitates to a correlation
of 1. Hence, we use active hedging on index put options to protect the portfolio.
Throughout H1 this allowed us to generate about 4.7% of positive hedging performance.  

3. Cash management: During times of crisis, patiently holding an extra layer of cash to buy
into the biggest opportunities the market offers is a terrific way to generate returns when
the dust settles. We believe cash management will be more important over the
remainder of the year, if and when volatility increases even more, and options might
prove too expensive to use. 

Historically, corporate leaders, analysts and investors have not been good in discounting big
structural shifts within a short period of time (think early 2008). Second and third round effects
often require multiple rounds of adjustments. It seems that equity markets have just very
recently started to discount the possibility of a period of stagflation. In the light of such a

Page 3/5 2022 Q2    Quarterly newsletter    Blackwall europe equity fund 

Blackwall
Capital

This documenT is A mARKeTinG communicATion And is foR The inTended RecipienT only
Applications for shares in any sub-fund of the Blackwall uciTs platform icAV should not be made without first consulting the current prospectus,
supplement, Kiid, Annual Report and semi-Annual Report (“offering documents”), or other documents available in your local jurisdiction which
are available free of charge from Blackwall capital investment AG. paying Agent for switzerland is Reyl & cie ltd., (62 Rue du Rhône, ch-1204
Geneva, switzerland). legal Representative for switzerland is mont-fort funds AG (63 chemin plan-pra, 1936 Verbier, switzerland). for shares
distributed in and from switzerland, the place of performance and jurisdiction is the registered office of the swiss legal Representative.This information
has been prepared solely for information purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument
or to participate in any particular trading strategy. please refer to important information at the end of this document.

www.blackwallcapital.com



scenario, consensus earnings estimates are still too high and the upcoming Q2 reporting
season should play a substantial role in bringing these estimates down. 

Following further adjustments later on in the year, i.e., with the Q3 reporting season, at the
earliest, we believe expectations will have reset to more realistic levels – and in turn, so might
valuation multiples, which are typically much lower during stagflation periods. If this is the case,
we should see investment opportunities not seen since late 2008/early 2009 (deploying cash
and no longer thinking about hedging for the next number of years). 

As we are getting closer to a market bottoming – (in a historic context we might still be probably
3-5 months away from now) – our focus is increasingly shifting towards searching for new
investment opportunities. Indiscriminatory selling by investors looking for liquidity leads to
multiple compression across the board, which subsequently expand again when things
normalise over time. What ultimately matters is the underlying operating performance. Struc-
tural growth, FCF generation and low net debt or net cash positions will prevail over time.

One of the reasons why we set up Blackwall was to use such periods of massive decoupling
from fundamentals for investors. Some of you we have met might remember the story about
Drillisch – a German mobile reseller – trading below EUR1 per share in 2008, and our lack of
finding interested investors in those days, despite offering a “safe” FCF yield of more than 100%
per year (!). Including dividends, it increased by more than 50 times over the following years
(before changing business model). It is easy to talk about such episodes in hindsight, but we
shouldn’t forget that the opportunity to buy something so incredibly cheap had to be created in
the first place. Many opportunities are currently being built within and outside our portfolio
(which we intend to diversify into if and when appropriate), and we want to be very clear, we
intend to aggressively take advantage of them.

For full details about our “typical” portfolio company, please see the respective section below.

Our investment philosophy has not changed, we continue to invest into quality companies with
a sustainable and superior economic return at attractive valuations, with mid caps being our
sweet spot. 

We would like to highlight that all the assumptions below are based on a stagflationary scenario,
assuming a recession in the later part of 2022 and in 2023 as well as high single digit inflation.
The market consensus of an economic slowdown in 2022, combined with a recovery in 2023
and temporary inflation would yield slightly higher estimates. 

Margins: The average company is showing a gross margin of 46%, an EBIT margin of 23% and
an FCF margin of 9% (all 2022E), illustrating solid business models. 

EBIT growth: Despite a stagflationary scenario, we expect the average company to grow EBIT
about 23-24% p.a. in 2022E and 2023E (see also our comments about portfolio holdings above).
The reason is that some of our key holdings benefit from multi-year structural growth drivers,
be it from a sectoral perspective or individually (e.g., software allowing to replace labour) and
having real pricing power.  
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Blackwall ‘average company’ portfolio example

Valuation Ratios* 2021 2022E¹ 2023E¹ 2024E¹

P/E 22.5 19.9 16.4 13.2

P/BV 3.6 2.7 2.4 2.3

EV/EBIT 17.5 15.3 12.6 9.9

Net Debt/EBITDA 0.7 0.8 0.6 0.4

Dividend Yield 0.9% 1.1% 1.4% 1.6%

ROE 12.9% 14.9% 16.4% 20.8%

ROCE 7.8% 11.2% 14.6% 19.4%

Typical Company Economics

Financials* (EUR m) 2021 2022E¹ 2023E¹ 2024E¹

Sales 1,772 2,050 2,268 2,450

Gross Profit 779 942 1,060 1,155

EBIT 393 467 552 634

Net Income 311 351 423 485

FCF 320 180 271 324

Net Financial Debt 336 466 407 339

* Source: Bloomberg, Blackwall Capital
1 Note there can be no assurance that these estimates will be achieved



Leverage: Most of our companies are operating with low net debt positions and many are net
cash, thus posting an average net debt/EBITDA of just 0.8x in 2022E, dropping to 0.6x in 2023E
due to FCF generation (despite high growth capex). At times of rising corporate risks, this might
provide strategic optionality while others are constraint. 

Valuation: In terms of valuation, we use various metrics, with our preferred ratio being EV/EBIT.
Our average portfolio trades at 15.3x for 2022E. Due to strong EBIT growth rates, we expect
EV/EBIT to drop to 12.6x for 2023E and 9.9x for 2024E. 

In summary, we are convinced that the companies we are invested in are attractively valued in
light of their strong underlying growth rates, with a solid earnings growth profile and low
leverage to master a challenging economic environment ahead of us. Combined with some tail
risk hedging we are very excited about the risk-reward profile that our Fund offers.  

We wish you a relaxing and sunny holiday break.

Thomas Karlovits
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