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Market Commentary
Global stocks ended a tough quarter down more than -15%,
as the war in Ukraine and inflation sparked additional
concerns about the economic outlook for many countries.
Weakness in equity markets was widespread — developed
markets were down -16% and emerging markets fell -11%.
In Europe, stocks in the UK were down -10% (one of the
better performing markets), while stocks in France, Germany,
Switzerland and the Netherlands posted declines ranging
from -14% to -18%. In Asia Pacific, Japanese stocks declined
-14%, stocks in Australia fell -18% and Taiwanese stocks were
down -19%. A notable exception was China where stocks
advanced roughly 4.5% as the country began to lift some
of its strict COVID lockdown policies and the government
indicated a gradual easing of regulatory measures on the
technology sector.
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In the MSCI ACWI ex USA Index, the energy sector held
up the best with a -4% decline. Russia’s ongoing war
in Ukraine continued to support elevated oil and gas
prices, and additional sanctions such as the European
Union’s agreement on a partial ban of Russian oil imports
(plans to ban 90% of Russian oil imports by end of 2022)
contributed to the higher prices. Both consumer sectors —
staples and discretionary — declined -8%, while the utilities,
communication services and health care sectors fell -9%.
The remaining sectors posted double-digit declines with the
bulk of the pain coming from the technology and materials
sectors, both of which were down more than -20%.
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Brazil was among the worst performing markets with a -24%
selloff. In Q1, Brazilian equities advanced more than 35%.
However, the market shed a large portion of those gains
in April and June as concerns over its presidential election
in October, double-digit interest rates and weakness in
commodity prices clouded the outlook for the second half of
2022.

Source: FactSet, as of 30 Jun 2022.

After a decade of extraordinary market returns, it can be
easy to forget that drawdowns are a part of long-term
investing. And while the current environment has been a
meaningful one — with a 20%-plus selloff in global markets
in the 1H 2022 — it is not out of the ordinary for long-term
investors. As active managers, we believe this type of
environment and volatility offers opportunities for us to add
value for clients who are able to withstand these types of
drawdowns and stay invested over the long run.
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Performance Discussion
Despite a tough quarter where few areas of the market
were spared, the portfolio held up slightly better than
the MSCI ACWI ex USA Index. We benefited from the
outperformance of our holdings in Europe, particularly
those in the UK and Switzerland. Relative results were also
aided by the outperformance of our stocks in Canada and
Japan, and by our lone holding in Brazil (pharmaceutical
company Hypera), which held up meaningfully better than
other Brazilian stocks. On the downside, weakness in our
US holdings hampered relative performance. From a sector
perspective, we benefited from positive stock selection in
technology, financials and health care. Hindering relative
results was the underperformance of our communication
services holdings and our lack of investment in the energy
sector, which held up the best in Q2.
On an individual holdings basis, top contributors to return
included two of our UK holdings, insurance services provider
Beazley and multinational consumer goods company
Unilever. Beazley is the British parent company of specialist
insurance businesses with operations in Europe, the US
and Asia. Its shares outperformed in Q2 after the company
reported solid quarterly results, which were highlighted
by improving pricing and strong underwriting. Shares of
Unilever jumped on news that the company appointed
American activist investor Nelson Peltz as a non-executive
director on its board, as investors expect increasing
discipline in capital allocation with his addition.
Also among our top contributors were three of our Chinese
holdings — internet commerce and services provider
Alibaba, internet search provider Baidu and burial services
provider Fu Shou Yuan. Our Chinese holdings in general
were boosted by the improved sentiment within the country.
And with the easing of the regulatory crackdown on the
technology sector, Alibaba and Baidu’s shares advanced
nicely. Fu Shou Yuan’s stock price was also supported by the
broad upswing in Chinese equities.

Our bottom contributors in Q2 included Freeport-McMoRan
and Spotify Technology. Copper-focused mining company
Freeport-McMoRan’s stock was up meaningfully in Q1 with
other copper producers on rising demand for conductive
metals and supply risk concerns from Russia. Despite
reporting excellent Q1 results, management raised its
cost guidance for the year, attributing it to rising fuel costs
and inflation of other materials. Freeport’s share price
declined in Q2 with other large miners as copper prices
declined roughly -22%, and we think the response by
market participants is overdone. The company continues
to generate strong free cash flow, which it has returned to
shareholders in the form of dividends and buybacks. We
also remain attracted to Freeport’s unique exposure to highquality copper producing mines, which is a key industrial
input, particularly for green technologies, and we believe
it’s a strong business oriented toward strengthening end
markets.
Sweden-based digital music-streaming services provider
Spotify continues to execute well, with strong growth and
gross margin expansion as benefits of scale and twosided marketplace investments start to take hold. We see
no fundamental reasons for its share price weakness in
Q2 and believe shares have been under pressure due to
general market factors including rising interest rates and
the indiscriminate selloff in technology. We continue to like
Spotify’s unique network effect business model. More than
just a streaming service, Spotify is an online audio network
and two-sided marketplace platform with a dominant, and
quickly expanding scale advantage. Importantly, growth is
100% company funded with internally generated cash flow,
allowing Spotify to avoid the strain of relying on capital
markets to invest in growth like other early-stage companies.
We continue to believe there is substantial upside under
normal operating conditions, as the focus gradually shifts
from growth to monetization over time.
Also among our bottom contributors were global
entertainment company Disney, South Korean consumer
electronics manufacturer Samsung and UK-based spirits
maker Diageo.
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Portfolio Activity

Market Outlook

The market volatility and general selloff has enabled us
to seek out new opportunities as well as add to positions
where we have the highest conviction as prices become
more attractive. In Q2, we added two new positions, SAP
and Smith & Nephew, to the portfolio.

After a strong rebound in 2021, global GDP growth is
moderating in 2022, with the potential for additional
pressure from rising interest rates, higher oil prices, lingering
supply chain disruptions and other impacts from Russia’s
invasion of Ukraine. Despite these headwinds, corporate
earnings are expected to continue making new highs in
2022.

SAP is a Germany-based enterprise software provider. The
company’s enterprise resource planning software is widely
used by large businesses throughout the world, and we
expect SAP will be a market leader for many years due
to the stickiness of the company’s software. SAP is slowly
transitioning its software portfolio toward cloud-based
offerings sold as subscriptions, which should lead to a
better user experience over time.
Based in London, Smith & Nephew (S&N) is a global
medical technology company specializing in orthopedics,
sports medicine and wound healing. The adverse effects of
the pandemic on hospitals and higher cost considerations
accelerated the trend of elective surgeries moving to
ambulatory surgical centers. S&N is uniquely positioned with
enabling technologies (e.g., small-footprint, cost-effective,
efficient robotics; and improved surgical workflow) to lead
in this transition. In addition, the company has developed
or acquired new products and technologies that are
competitive and will drive at- or above-market growth in its
three franchises.

With inflation impacting economies globally, central banks
will continue to assess economic developments to determine
when and how aggressively to raise interest rates and/or to
pull back on pandemic-related stimulus. Different countries
are in different phases of their economic cycles, and we
expect to continue seeing various monetary policy shifts
across geographies.
Non-US equity markets remain more attractive on a relative
valuation basis than those in the US, providing international
investors a more opportunistic pond to fish in for new
investment ideas. Our primary focus is always on achieving
value-added results for our existing clients, and we believe
we can achieve better-than-market returns over the next five
years through active portfolio management.

To help fund these purchases and add to existing holdings,
we exited our positions in Canadian telecom services
provider Rogers Communications, social media company
Meta Platforms and UK-based hospitality company
InterContinental Hotels Group.
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Since Inception
(31 Dec 2016)

5Y

3Y

1Y

YTD

2Q22

Gross of Fees

8.09

5.56

3.94

-17.26

-16.06

-12.40

Net of Fees

7.71

5.15

3.27

-17.80

-16.33

-12.54

MSCI ACWI ex USA Index

4.75

2.50

1.35

-19.42

-18.42

-13.73

Period and Annualized Total Returns (%)

Calendar Year Returns (%)

2017

2018

2019

2020

2021

Gross of Fees

32.22

-9.62

24.95

7.64

13.73

Net of Fees

32.22

-9.62

24.55

6.94

13.00

MSCI ACWI ex USA Index

27.19

-14.20

21.51

10.65

7.82

Diamond Hill Capital Management, Inc. (DHCM) is a registered investment adviser and wholly owned subsidiary of Diamond Hill Investment Group, Inc.; registration does
not imply a certain level of skill or training. Diamond Hill provides investment management services to individuals and institutional investors through mutual funds and
separate accounts. DHCM claims compliance with the Global Investment Performance Standards (GIPS®). The International Composite is comprised of all discretionary,
non-fee and fee-paying, non-wrap accounts managed according to the firm’s International strategy, respectively, including those clients no longer with the firm. The
strategy's investment objective is to achieve long-term capital appreciation by investing in non-US companies within the market capitalization range of the strategy that
are selling for less than our estimate of intrinsic value. The portfolio typically invests in securities with a market capitalization of $1 billion or greater. Index data source:
MSCI, Inc. See diamond-hill.com/disclosures for a full copy of the disclaimer. To receive a complete list and description of all Diamond Hill composites and/or a GIPS®
report, contact Scott Stapleton at 614.255.3329, sstapleton@diamond-hill.com or 325 John H. McConnell Blvd., Suite 200, Columbus, OH 43215. The performance data
quoted represents past performance; past performance does not guarantee future results. Composite results reflect the reinvestment of dividends, capital gains and other
earnings when appropriate. Net returns are calculated by reducing the gross returns by either the actual client fee paid or the highest stated fee in the composite fee
schedule, depending on the type of client and account, and are reduced by estimated accrued performance based fees where applicable. Only transaction costs are
deducted from gross of fees returns. GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant
the accuracy or quality of the content contained herein. The US Dollar is the currency used to express performance.
Securities referenced may not be representative of all portfolio holdings. Contribution to return is not indicative of whether an investment was or will be profitable. To
obtain contribution calculation methodology and a complete list of every holding’s contribution to return during the period, contact 855.255.8955
or info@diamond-hill.com.
The views expressed are those of Diamond Hill as of 30 June 2022 and are subject to change without notice. These opinions are not intended to be a forecast of future
events, a guarantee of future results or investment advice. Investing involves risk, including the possible loss of principal.

diamond-hill.com

855.255.8955

