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Fund Commentary

“We have no control over outcomes, but we can control the process. Of course, outcomes
matter, but by focusing our attention on process we maximize our chances of good
outcomes.”

— Michael J. Mauboussin !

It is probably not surprising but writing our (GQG Partners) note for this quarter was more
difficult than usual. In fact, it was probably the most difficult one to write since 1Q 2020,
which is extraordinary given that it’s now been two years since many things in the world
changed. Certainly, our hearts go out to those innocent people impacted by the events
taking place in Ukraine, much like they go out to those throughout the world impacted by
such travesties, be they man made or otherwise.

What is probably also not surprising is that we have had many in-depth conversations
throughout this quarter, and those conversations certainly accelerated in late February,
about how things might evolve prospectively and what have we learned retroactively. To
the former, our constant refrain of “preparation not prognostication” still holds. To the
latter, in our view, it is really a focus on “process versus outcome.”

As we have highlighted through various communications throughout the quarter, both
verbally on calls and in written format, we certainly do not get everything correct, although
we never stop the pursuit. Naturally, this was most acute in our exposure to Russia during
the quarter, which, despite taking down the allocation across our portfolios, still served
as a net drag to performance. From a process perspective, we thought there were many
attractive reasons to own select Russian companies from an investment perspective,
particularly in the energy and materials spaces, along with some financials exposure.
However, as more data came out in January and then into early February, we exited our

financials exposures as we expected the biggest risk of possible sanctions fallout would
impact those companies the most.

Additionally, we continued to believe, based on underlying fundamentals, that any
potential sanctions would see both commodities prices and cash flows for companies
outside of financials rise. Indeed, that is what happened, but as it turns out, exogenous
forces can dominate fundamentals. We certainly experienced that during the quarter. Now
in hindsight, having exposure to Russia was not the right call. From a process versus
outcome perspective, taking down some exposure as data deteriorates, combined with
maintaining idiosyncratic and diversifying exposure that meets our forward-looking
quality view, is the same process we've been executing on for years.

To underscore this point, Michael Mauboussin, in his book “More Than You Know,?” sums
up the process versus outcome dilemma quite well:

Psychologists have long documented a tendency known as outcome bias. That is the
habit of judging a decision differently depending upon its outcome.

We have no control over outcomes, but we can control the process. Of course, outcomes
matter, but by focusing our attention on process we maximize our chances of good
outcomes.

Outcomes are highly unstable in our world because they involve an integral of time.
Effectively, it is perfectly possible to be ‘right’ over a five-year view and ‘wrong’ on a
six-month view, and vice versa...During periods of poor performance, the pressure
always builds to change your process. However, a sound process can generate poor
results, just as a bad process can generate good results.
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More often than not, we believe executing on our process leads to better outcomes. Even
though that is not always the case, as noted above, it is important to understand the
drivers of the outcome, something we certainly feel comfortable with. From a pure
investment perspective, we view our decision to increase our exposure to the energy sector
as an example of how our process can lead us to a good outcome, as highlighted in
Exhibit 1.

EXHIBIT 1: HARD TO GROW WITHOUT ENERGY
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Source: S&P Capital 1Q. For the year-to-date period ending March 31, 2022.

Throughout 2021 and into 1Q 2022 our process has led us to increase our exposures to
areas such as energy (noted above) and materials given our view of strong fundamentals.
At the same time, we've reduced our exposure to “Covid winners” and what we consider

more expensive areas of the market, such as the consumer discretionary and technology
sectors. During the quarter, the global energy sector outperformed more expensive sectors
by more than 30 per cent as eamnings specifically and fundamentals generally continue
to improve, as highlighted in Exhibit 2.

EXHIBIT 2: CAPITAL DISCIPLINE SHINING
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Source: Bloomberg. Data for the period December 31, 2009 to March 31, 2022.

Despite strong performance and general improvement in fundamentals, it seems few
investors have paid much attention to this meaningful dispersion. The quarter gave us
several interesting points on the subject, and Bank of America (BofA) research included
a fascinating one below:
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Despite the vast outperformance for the energy group, it appears to be the opposite of
a crowded trade. Bank of America clients have been just small net buyers of energy
stocks since the beginning of February when Russia-Ukraine tensions escalated, BofA
analysts wrote in a recent note, and active funds are still ~30% underweight the sector.’

Another interesting dynamic that has asserted itself in quite an acute way during the
quarter is that traditional “defense” may need to be continually re-examined. With all of
the global crosscurrents underway, from inflation to bond yields to commodity prices and
broad central bank tightening, we believe a phase transition is clearly underway.

During a quarter where broad equity markets were negative, more cyclical sectors, such
as energy and materials, actually outperformed and consequently provided some
protection on the downside. For us, this is a great illustration of our view on forward-
looking quality. It is also illustrative of what psychologist Gerd Gigerenzer would call the
“illusion of certainty®.” While we strive for the highest degree of certainty, we fully
recognize that investing is a probabilistic enterprise. The “illusion of certainty” occurs
when moving from right to left in Exhibit 3, either from the uncertainty to risk bucket or
the risk to certainty bucket.
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UNCERTAINTY

We believe that many investors thought that what they were underwriting was “risk” —
like that of a casino, with a known outcome. Prior winners were “certain” to keep winning,
inflation was “certain” to mean revert. But as highlighted in the illustration, investing is
rather uncertain, and outcomes are undefined ahead of time. There may be risks that seem
like they can be triangulated to a precise number, but because the world is complex and
all possible outcomes undefined, precision is substituted for accuracy.

Even though we cannot calculate all possible outcomes precisely in investing, we can
calculate why downside protection is soimportant. Recently several high-fliers have fallen
50-60-70 per cent from their highs over the last year. While several have rebounded, recall
that a 60 per cent drawdown requires nearly a 200 per cent return to break even. If an
investor had actually held large positions (in our view any position that is 10 per cent or
above in absolute space), as they became cheaper, this may be the riskiest position of
all.

For example, take a look at Exhibit 4 which highlights the 10 worst performing companies
in the Russell 1000 Index over the last six months, with a market cap greater than $10
billion and where sell-side consensus Earnings Per Share (EPS) estimates remained
positive (we removed companies where 2022 sell-side estimates were negative in absolute
terms, which would have made the table look even worse!). Interestingly enough, many of
these names are well owned amongst our “quality growth” peers, particularly those peers
that tend to avoid areas like energy due to its “cyclicality.” The six month window is also
important, because as highlighted by a Bank of America fund survey of its clients, and
something we've noted previously, it was as late as November 2021 that Bank of America
investors remained overweight technology stocks.®

However, notice from the chart that many of these names look quite cyclical! So while
there may have been a time where a company like PayPal, whose services are used by
many people every day, was a “one decision” stock, a nearly 30 per cent decline in
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earnings revisions sounds quite cyclical to us. Furthermore, we feel it is not that strange
at all that these names have fallen substantially given our view that the fundamentals
have deteriorated.

This phenomenon is not unique to the U.S. by the way. When looking at emerging markets,
and comparing companies in China, a “new” economy company like Tencent, commonly
viewed as the proverbial secular grower, has seen its EPS estimates cut substantially.
Contrast this with an “old” economy name like China Merchant’s Bank, a financial
company and therefore quite cyclical, seeing its EPS estimates rise.

So, in our view, “cyclicality” can actually be quite defensive, and while some losses are
inevitable, we believe that understanding where they come from, out of “process or
outcome” or conflating risk with uncertainty, is critical.

It is why we are constantly trying to evolve, follow the data and avoid dogma.

The one thing we can be certain of is that the future will continue to bring constant
change, and our aim is to navigate it successfully.

As always, thank you for your continued support.

About GQG Partners

Co-founded in 2016 by Chairman and Chief Investment Officer Rajiv Jain, GQG Partners
is an independent boutique equities manager focused on global and emerging markets
strategies. Protecting and compounding capital while aligning with clients is paramount
to GQG Partners. Rajiv and his team seek quality companies at reasonable prices to build
portfolios that are able to navigate and adapt to changing market conditions.

The GQG Partners investment philosophy focuses on four concepts:
9 Earnings drive stock prices
The market is disproportionally focused on the short term

1
9 Quality should be the defining characteristic of the portfolio
1
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