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Investment Review

The fund underperformed its benchmark over the quarter.

Activity

Discussions around potential Fed tapering kept EM markets under pressure for part of the quarter. High
COVID-19 cases continue to restrict the recovery in most of the major EMs. EM markets recovered in the
latter part of the quarter as U.S. President Joe Biden’s infrastructure plan spurred risk appetite. Commodity-
heavy markets rallied on the back of rising oil prices (Colombia, Brazil, Russia, MENA).

MSCI EM Asia lagged with India outperforming while markets in ASEAN were among the underperformers.
Market performance during the quarter remained constrained amid currency weakness, discussions of
potential Fed tapering, COVID-19 resurgence in various countries (especially India and ASEAN), and slow
vaccine roll-out.

MSCI China was up marginally as markets digested PBOC attempts to rein in credit. The PBOC kept the
policy stance unchanged in the 2Q meeting of monetary policy committee, while new comments such as
“preventing risk from overseas” and “maintaining economic stability” may imply additional support should
challenges arise in 2H. MSCI India traded well in the quarter compared to the broader markets. As COVID-
19 cases have been going down, markets are pricing in an improving demand outlook as states ease
restrictions. The Finance Minister, on 28 June, unveiled a set of relief measures, largely focused on
broadening the credit guarantees, to help alleviate economic stress induced by the second COVID- 19
wave.

LatAm equities were up +13.8% in the quarter. Brazil led the region posting the strongest return, followed by
Mexico and Argentina. Conversely, Peru, Chile, and Colombia represented the regional underperformers for
the quarter. MSCI Brazil (USD+21.4%) was the best performer among Latam countries. Brazil’s
performance was mostly driven by stronger global growth and improving trends on vaccination. On the
macro front, 1Q GDP came in stronger than expected, expanding 4.9%q/q saar. Chile (USD-14.6%) and
Peru (USD-9.1%) all underperformed the region posting negative returns. Peru's underperformance comes
in the context of the presidential election of the leftist candidate Pedro Castillo.

MSCI Russia rose 3.9% in the quarter, as the RUB strengthened 3.4% and Brent crude rose 24.2%qoq. A
strong rally in Brent as well as fading geopolitical risks bolstered equity performance. Many Central and
Eastern European countries performed well with MSCI Hungary (+14.2%), MSCI Poland (+18.4%) and
MSCI Czech Republic (+14.6%). Most were led by positive earnings revisions and FX strength.

EM Equity funds saw net subscription of $2.6bn in June (till 23-June), following $6.8bn of inflows in April.
After the longest streak of continuous weekly inflows spanning 32 weeks, which was also the biggest in
US$ terms, totaling $126bn, the pace of flows into EM Equity funds has decreased but still remains overall
positive.

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

Portfolio Positioning

Allocation to Kazakhstan and stock selection in Mexico contributed most to relative returns, while stock
selection in China and Brazil detracted most from relative performance.

At the stock level, off-benchmark position in Kaspi, a Kazakhstan-based e-commerce and payments
company, was the biggest positive contributor, showing strong results for 1Q 2021. Energy names such as
ENN Energy, Lukoil and Petrobras were among the top performers moving in line with oil price gains that
continue to be supported by tight supply demand dynamics. On the other hand, our holding in Chinese short
form video platform Kuaishou was the biggest detractor as the stock price retraced some of its post IPO
performance. Overweight in Macao casino operator, SJM Holdings, also hurt relative returns as visitor
numbers have lagged.

Over the quarter we added to Brazil on the back of a strong turnaround in their terms of trade by buying
Banco Bradesco and adding to Petrobras. We also added exposure to India by purchasing HDFC bank as
valuations decreased substantially amid the second Covid wave. We rotated exposure to China by adding
to Meituan later in the period as the business continues to do well despite the slowdown in consumer
discretionary spending in China. We initiated a position in Chinese white liquor manufacturer Kweichow
Moutai providing exposure to domestic growth as we expect the name to benefit from positive price
increases and a shift in higher margin product mix. We exited position in Ping An Insurance as investment
case has not worked, the company is struggling to grow and facing margin pressure.

The Fund ended the period overweight Russia, Kazakhstan and Mexico, 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 1.4% 10.1% 12.3% 13.2% 11.3%

Benchmark 2.3% 9.0% 11.6% 13.3% 9.4%

Outlook

In recent weeks, we have become more cautious on emerging
markets as we see performance peaking in the more bubble-prone
sectors. While we don’t anticipate a bear market, we do think the
risk of a correction is rising.

Inflation expectations are rising across the globe, albeit large parts
of the market view this pick-up as transitory. We view as
incompatible the combination of a very accommodative policy mix
in the developed world with extraordinary levels of both fiscal and
monetary support in the face of a very strong economic recovery.
The market will need to absorb a change in rate expectations and
volatilities around this path which will increase the risk of sell offs in
the asset class.

We would view such a sell off as a buying opportunity rather than
symptomatic of anything more troublesome. A rate driven market
shock would be very different to the taper tantrum in 2013 in our
view given rates are rising on the back of stronger growth this time
around. Also major EM economies are more balanced now as
evidenced by the the significant improvement in the “Fragile Five”
current account positions. It should also be noted that we are
starting from a much less extended position today in terms of flows
and positioning, particularly in local bond markets across EM.

China has seen relatively heightened volatility with intensifying
regulation, meaningful correction in its long-beloved technology
sector, and a slowdown in credit. We are also starting to see early
signs of weakening in the latest auto sales data as well as our
channel checks, pointing to more tepid consumption ahead.

We’ve turned particularly cautious on Chinese internet companies.
Thus far, the clampdown has primarily affected larger companies
with broad consumer reach and strong data collecting capabilities.
It remains unclear whether the regulators may drill down to smaller
players. This dynamic, along with company capacity to manage
margin pressures due to rising input costs and intense competition
that may erode their earnings power, underscores our focus on
research and analysis of idiosyncratic and industry specific
fundamentals. We view this as a prerequisite for any alpha
generating potential.

We are optimistic about several countries in Latin America. We like
Brazil as a source of cyclicality, at very attractive valuations, stable
current account dynamics, and low ownership. The domestic
reopening outlook is improving, and political risk remains muted
until at least next year. In Mexico, we remain positive following a
benign mid-term election outcome. We continue to see improving
economic trends, including increased market share of US exports,
and like the set-up for rates to come down further. Peru looks likely
to see leftist candidate Pedro Castillo edging out Fujimori to
become the winner of an incredibly closely contested presidential
election. We like this country for its attractive combination of a
weak currency and improving terms of trade driven by commodity
price strength.

We are also positive on Russia as we see it as a beneficiary of oil
price strength, cheap currency, and of a more stable foreign policy
from the Biden administration. The orthodox fiscal and monetary
policy approach and large selection of well-capitalized, high
dividend yielding companies make this a compelling pocket of the
EM universe.
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