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Markets staged a welcome recovery
through the second quarter as hostilities in
the Middle East began to de-escalate and
investors grew more confident that the
worst of the energy shock had passed. The
oil price spike that dominated headlines
reversed sharply, as disruption to shipping
in the Strait of Hormuz eased and markets
began to anticipate a more normal flow of
energy supplies. Brent crude, which traded
at highly elevated levels in April and May,
fell back over the quarter, reducing
pressure on fuel, freight and other oil-
derived input costs and helping to restore
confidence that a supply crisis could be
averted.

This reversal changed the mood in
markets. The immediate fear had been
that higher energy costs would deliver a
stagflationary shock, forcing central banks
to keep policy tighter for longer even as
household real incomes came under
pressure. By June, however, investors had
begun to focus instead on easing headline
inflation, resilient corporate earnings and
the possibility that interest rates could still
move lower later in the year. Sovereign
bond markets remained volatile, spiking in
March and April, before drifting back
somewhat from mid-May. For indebted
nations such as the UK, credible fiscal
policy decisions from the incoming Prime
Minister and Chancellor are crucial to
maintaining the support of our creditors.

Equity markets responded well to this
change in emphasis. The strongest gains
were again concentrated in technology
hardware and companies exposed to the
artificial intelligence infrastructure super
cycle, but the rally broadened as the
quarter developed. Small and mid-cap 

companies also participated, helped by the
sense that valuations in many parts of the
UK market had already discounted a great
deal of bad news. Moreover, we have
witnessed huge continuing interest from
overseas corporate buyers and private
equity investors, taking advantage of the
depressed valuations on offer in the UK
versus fellow developed markets. Gold,
which had been a beneficiary of earlier
uncertainty, gave back some of its gains as
investors rotated back towards equities and
other risk assets.

Over the quarter, the Deutsche Numis
Smaller Companies Index (plus AIM, ex.
Investment Cos) added 8.6%, against which
the Fund increased by 5.2%. Positive
contributions were led by active fund
management firm, Polar Capital, whose
technology and AI funds in particular
proved popular with investors. Telecoms
technology platform, Gamma
Communications, also recovered well after
the lowly valuation caught the attention of
several potential bidders for the company,
and discussions with at least one are
ongoing. Investment platform and
custodian, AJ Bell, continued to attract new
retail customers as well as accelerating its
push into the advisory market. Elsewhere,
London property group, Great Portland
Estates, drifted higher, delivering multiple
updates that confirmed strong trading,
while housing services firm, Mears Group,
responded to new contracts and
confirmation of strong trading within its
core Maintenance division. 

Detractors over the quarter came first from
the Oil and Gas sector, where shares fell
back alongside underlying commodity
prices, affecting Serica Energy and 
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Afrentra. The software and associated
technology sector weakened, as worries
over the rapid progress of AI weighed on
investor sentiment and both Boku and
AdvancedAdvT were weak, though neither
reduced guidance during the period.
Finally, multiservice utility platform,
Telecom Plus, lowered forecasts to allow
for investment in price, service and cross-
selling, which was poorly received by the
market.

Over the period, we added new holdings in
UK and Australian vet group, CVS. The
shares derated during a long CMA
(Competition and Markets Authority)
enquiry into sector consolidation and
practices, which have limited the growth of
some of the very large operators and
capped prescription charges above the
level that CVS now applies. Consumers will
also be made more aware of online options
to acquire pet meds, such as CVS’s
animed.co.uk website. Porvair designs,
supplies and maintains filtration systems
to the aerospace, defence and industrial
sectors. The business enjoys enviable
visibility, which funds profitable organic
growth and targeted M&A. Finally,
maritime surveillance technology platform
SRT Marine Systems, was introduced via
an equity placing, raising balance sheet
firepower to accelerate growth. 

We also reduced exposure to the real
estate sector, selling Grainger and CLS
Holdings, took further profits from
Ashtead Technologies and sold out of
Volex as the sector is now represented
elsewhere. 

Looking ahead, we are encouraged by the
combination of improving market 

sentiment, compelling valuations and
ongoing corporate interest in UK smaller
companies. While the macroeconomic
backdrop is unlikely to be without volatility,
the second quarter demonstrated how
quickly sentiment can recover when
uncertainty begins to ease. The UK small
and mid cap market continues to offer
exposure to a broad range of
entrepreneurial, cash-generative and
internationally focused businesses, many of
which remain overlooked by the wider
market. The portfolio is well positioned to
benefit from any further improvement in
recognition of the value available in UK
quoted smaller companies.
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Past performance is not a reliable guide to
future performance. The value of your
investment is not guaranteed and may go
down as well as up and you may not get back
the amount invested. This is because the
share price is determined by the changing
conditions in the markets in which the Fund
invests. You should regard your investments as
long-term. A dilution adjustment may be
applied to the share price whenever the Fund
is expanding or contracting. Should you buy
when the Fund is expanding and sell when
the Fund is contracting, this will have an
adverse impact on the return from your
investments. 

This review does not provide you with all the
facts you need to make an informed decision
about investing in the Fund. Before investing
you should read the Prospectus and the Key
Investor Information Document (KIID). The
Prospectus sets out the main risks associated
with the Fund and the KIID shows you how
costs and charges might affect your
investment. If you are in any doubt as to how
to proceed you should consult an authorised
financial intermediary. 

Fund documentation is available on request
and can be downloaded from Waystone here
or from our website.

Issued by Amati Global Investors Limited,
which is authorised and regulated by the
Financial Conduct Authority. 
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