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Investment Review

The fund outperformed its benchmark over the quarter.

Activity

Q121 marks the 4th straight quarter of QOQ gains, the longest streak in the past three years. EM stocks
started the year strong rising on optimism over the global rollout of the COVID-19 vaccine, however
declined later in the quarter as risk appetite eroded. Two factors played a key role in this: (1) US treasury
yields breaching key levels and the Fed continuing to show tolerance towards higher yields; and (2)
resurgence of virus outbreak leading to mobility restrictions in a number of countries. Among regions, EM
EMEA was the best performer (+8.1%) in Q1 2021, followed by EM Asia (+2.7%) and LatAm (-5.3%).

Within EM Asia, India and Thailand were notable outperformers. India rose on post-budget euphoria.
Following the post-CNY correction, MSCI China continued to drift lower in March. The sell-off was mainly
targeted at Growth big-caps and China ADRs, rather than broad based. There were two key drivers for the
targeted correction: (i) Expectations on monetary normalization, along with extreme positioning dislocation;
and (ii) Regulatory and geopolitical overhangs. Of note, the SEC’s update on Holding Foreign Companies
Accountable Act reinforced the delisting risk for ADRs. Moreover, heightened domestic regulation on
internet, e-cigarettes, and after school tutoring crimped investment sentiment for relevant sectors. Most
ASEAN markets (Philippines, Indonesia, Malaysia) lagged with the exception of Thailand as vaccination roll
out is proving more challenging in those regions, slowing normalisation.

In EMEA, Saudi, UAE and Russia arose benefitting from higher oil price. Oil prices surged in with a
combination of a faster DM vaccine rollout, reflationary trends as central banks remain accommodative and
above-trend economic growth for 21/22. In addition, a strong move in the broad dollar index driven by
steepening US yields saw Saudi stocks outperforming the market. South Africa benefited from the gains of
Naspers Ltd (heavy weight in the benchmark index). Turkey was a laggard in the region as the TRY
weakened and Turkish assets fell on the back of President Erdogan replacing the CBRT Governor, Agbal,
on 19 March. The governor has said that monetary policy will focus on cutting inflation.

In Latin America, Chile led the region posting the highest returns, followed by Mexico, both outperforming
LatAm region. Chile rose on the back of success in vaccine rolls out. In Mexico, on the economic front,
Banxico’s board decided to put a halt to the easing cycle amidst high levels of inflation at the start of the
year. Nevertheless, domestic consumption surprised to the upside leading to 1Q21 GDP expectations of 1%
vs -.05% previously, which fed into higher full-year growth at an expected 5.8%. Among the countries
underperforming the region were Colombia, Peru, Brazil and Argentina. In Brazil, the unexpected change in
Petrobras CEO combined with weak fiscal positioning and worsening COVID-19 trends also weighed on the
outlook.

EM Equity funds saw net subscription of $67.3bn over the quarter of which $18.0bn was seen in March,
following $22.8bn of inflows in February. Starting 4Q20, EM equities have observed +$119bn of net inflows
– a record inflow streak in U$ terms.

(all performance data from MSCI, total return in USD)

Portfolio Positioning

Stock selection in China and Russia contributed most to relative returns, while stock selection in India and
overweight in Turkey detracted most from relative performance.

At the stock level, short-form video platform, Kuaishou, was quarter’s top performing name following a
successful IPO. The company raised over $5b making it the biggest internet IPO since Uber in 2019.
Positioning in Baidu also added to relative performance as we took advantage of its sell-off to tactically
reinitiate a position given cheap valuations for ad and autonomous vehicle upside. Off-benchmark holding
in Russian e-commerce name, Ozon, was among the top contributors too as the stock rose on good first
results since its listing on the Nasdaq. On the other hand, Chinese e-cigarette firm, RLX, was the quarter’s
largest detractor due to regulation speculation ahead of the National People’s Congress. Petrobras also
retracted as the market reacted negatively to the unexpected announcement that will see current CEO
Roberto Castello Branco replaced after the end of his mandate on March 20th, adding uncertainty to the
company’s strategy and the government’s policy going forward. Turkish exposure, such as off-benchmark
holding of oil refinery Turpas, was a detractor following the replacement of Central Bank Governor Naci
Agbal. The move was viewed negatively by markets as already depleted foreign reserves and concerns
over further Lira depreciation paint a scenario for potential capital controls. Indian positioning, such as
Bandhan Bank and jewelry retailer Titan, weighed on relative returns as the market pulled back following a
strong a 4th quarter and higher oil price.

We remain positioned for both a Covid- and economic recovery across EM. The Covid-recovery trade is
best highlighted by our exposure to cyclical value, such as energy, materials, travel and leisure related
names. We increased exposure to Russia through Lukoil and Sberbank looking to maintain value exposure
to oil following a reduction in Petrobras. We notably reduced Turkey exposure, e.g. by exiting a steel
producer Eregli and reducing oil refinery Tupras, as the shock announcement to replace the Central Bank
Governor raised concerns for monetary policy shifts. We also trimmed exposure to India as concerns of a
2nd covid wave are likely to slowdown the domestic recovery. We reduced Meituan and Tencent positions
following their strong performance to reduce growth exposure in the fund.

The Fund ended the period overweight Russia, Mexico and Kazakhstan, while being underweight China,
South Africa and Saudi Arabia. Within sectors we are overweight cyclical value, particularly financials,
industrials and energy. We are underweight growth exposures, such as the consumer and IT following such
strong performance, and more defensive staples and healthcare exposure.

Rendement

% Kwartaal Jaar tot op 
heden

3-Jaars
Ann.

5-Jaars
Ann.

10-Jaars
Ann.

Fonds 8.6% 8.6% 11.3% 13.7% 10.5%

Benchmark 6.6% 6.6% 10.6% 13.4% 8.9%

Outlook

Strong liquidity, high levels of disposable income and
accelerating vaccine deployment continue to provide a foundation
for economic normalization, globally. Additionally, robust growth
and lower fiscal burden through the crises support the view that
emerging markets will come out of Covid stronger than expected,
while rising rates should support the rotation from growth to
value. While we remain optimistic that large scale stimulus will
drive a global activity pick-up, inflationary pressures and the
increased likelihood of tighter monetary policy from the US may
weigh on EM Equities in the near term.

Within Asia, signs of tightening in China and greater policy risk in
certain industries results in a greater need for selectivity this year.
We view the Indian economy as a strong medium-term
opportunity as positive argricultural and labor reforms should
support domestic growth once the 2nd wave subsides. We
remain more neutral on North Asian markets (Korea and Taiwan)
as we think recent market performance at all time high already
reflects the local economic conditions and we prefer to own
exporters, so technology exposures, from there.

In Latin America we still have a preference for Mexico over Brazil
but have now fully closed our under-exposure to Brazil as we see
this market as a good source of cyclicality at very attractive
valuations and very low ownership. In Mexico we continue to see
improving economic trends, including increased market share of
US exports, and continue to like the set-up for rates to come
down further.

EMEA continues to looks very interesting, as a beneficiary of
large European fiscal stimulus directed primarily at infrastructure
spending. In Russia new sanctions haven’t been as widespread
as feared and in our view the currency looks very attractive at
these levels, having decoupled from the oil price, a trend which
looks unsustainable. Outlook on Greek banks is improving having
shown signs of improved balance sheet strength and a path to
NPE reduction. Notably, the replacement of Turkish Central Bank
Governor Naci Agbal, has resulted in a more negative view, given
pressure on the Lira on concerns of capital controls.

Our view that EM will exit Covid in 2H21 remains unchanged.
However, as new variants sweep through the emerging world at
different pace, the recovery will not be uniform and tracking single
country progress is paramount. In South Africa daily cases are
below last summer lulls, Brazil cases look to be peaking now and
India is still seeing cases increase but is also the farthest along in
terms of its vaccination plan. We expect volatility to increase
over the next few months and believe selectivity will be key in
driving returns over this period. Valuations are pulling back on
strong earnings, and, combined with low ownership, we think
investors should pay attention to the asset class now.
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