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EXECUTIVE SUMMARY 

Throughout time, human beings have held a spectrum of fascinating beliefs, 
including haunted houses and alchemy. More recently, we have observed the 
belief in monetary machinations — that what drives a cycle up will never end 
and what drives a cycle down will end quite abruptly. 

Our beliefs are grounded in forward-looking fundamental analysis and 
an approach that follows the data. While others may think this year’s 
outperformance of “old economy” stocks is only transitory, we believe it could 
last much longer. We have seen earnings accruing to forgotten areas of equity 
markets from the “Covid winners.” 

We have also observed changes in individual stock betas, with large increases 
in certain communication services, technology, and consumer discretionary 
names and large decreases in select energy companies. We believe these 
betas suggest that the market views energy as providing a more durable 
earnings stream than sectors like consumer discretionary or technology. The 
valuations of select energy companies are flat or down despite record free-
cash-flow generation, which is the opposite of what typically characterizes the 
end of a cycle. 

We recognize that some investors still believe there will be a rebound in 
valuations of the more expensive companies that have recently declined. 
However, we have witnessed two nearly decade-long periods of multiple 
compression for the most expensive names after the dot-com bust and in the 
1970s. We think the 1970s is particularly relevant as several conditions exist 
today (high oil prices, shifts in monetary policy, high and persistent inflation) 
that rhyme with what was happening then. 

Regardless of what part of the cycle we are in, we believe that earnings are like 
gravity and prices eventually accrue to wherever the earnings are going. We 
will continue to focus on finding quality businesses with durable earnings at 
reasonable valuations, wherever we can find them. 

 

Short Cycling?
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Some in clandestine companies combine;
Erect new stocks to trade beyond the line;

With air and empty names beguile the town,
And raise new credits first, then cry ‘em down;

Divide the empty nothing into shares,
And set the crowd together by the ears.

— Daniel Dafoe1 

In Charles MacKay’s “Extraordinary Popular Delusions and the Madness of Crowds,” MacKay highlights an entire spectrum 
of fascinating beliefs that human beings have held throughout time. Whether that’s haunted houses, alchemy (something 
even the great Isaac Newton believed) or mineral magnetizing. But for our purposes, and this is where our quote is lifted 
from, it’s the belief in monetary machinations, and most importantly, what drove the cycle up will never end and what drives 
a cycle down will end quite abruptly. 

Regardless of what part of the cycle we are in, we remain fully in the camp that earnings are like gravity and prices eventually 
accrue to wherever the earnings are going. However, to us, there is no doubt that the prior cycle’s extraordinary monetary 
impulse helped to spur “confidence” and support for all things “disruptive” regardless of the durability of the earnings (or, in 
many cases, a hope of distant earnings to come). 

IS IT REALLY TRANSITORY?

More recently, as we highlighted in the first quarter, earnings have been accruing to more forgotten areas of global 
equity markets and have moved away from what’s been characterized as “Covid winners.” In fact, earnings growth trends, 
today, look a bit more like they did in the early to mid-2000s. Back then, much like it appears now, it was much more an 
acceleration of an “old school” economy rather than a “new school” one. 

However, one thing that we continue to find quite extraordinary is the continued belief that the current cycle underway 
is simply “transitory.” As evidence for this, during the quarter, despite a very challenging year-to-date (YTD) performance 
backdrop, the ARK Innovation ETF (ARKK) saw more than $1.5 billion USD of inflows through early June.2 Additionally, 
the most recent Fund Manager Survey released by Bank of America noted that investors believe the most crowded trade 
globally is long oil and commodities. Now these beliefs are quite interesting, given the data shows that equity managers, 
broadly speaking, remain quite underweight these areas, another piece of data we highlighted during the first quarter. 

What gives? If Newton can believe in alchemy, and lose money in the Mississippi Bubble, then surely it’s not nearly as far-
fetched to believe that what has transpired during the second quarter specifically, and YTD 2022 more generally, is likely to 
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last longer than many market participants believe? If Exhibit 1 is any guide, we think it is possible that things can go on for 
quite a bit longer, albeit rarely in a straight line. In Exhibit 1, we’re highlighting rolling 10-year annualized return differentials 
for the S&P 500® Index less the Bloomberg Commodities Index. Note that for the 10-year window between January 2001 
and January 2011, the trend was your friend in 
regard to commodities outperforming. Similarly, 
post the Global Financial Crisis (GFC), the S&P 
500 Index had a clearly defined streak of non-stop 
outperformance that lasted for about…10 years. 
Remember as well, that where one cycle ended or 
began was marked by historic market extremes — 
the Tech Bubble in the early aughts and the GFC 
in 2008/2009. We find this to be rather important 
because it represents a great deal of change. 

Now this reality of change is not simply a macro 
phenomenon. When we think about macro, 
it’s helpful in framing the environment, not for 
predicting or making allocation decisions. It’s also 
key to remember that aggregates (macro) are simply 
roll-ups of individual items (micro). 

SPEAKING GREEK

As an illustration of what we’re talking about, take a look at Exhibits 2 and 3. For those investors who tend to “speak Greek”, 
there have been some interesting developments occurring in one part of the Greek alphabet, particularly that of beta, 
suggesting change is afoot. While the individual names don’t matter, per se, notice that the volume of stocks with the largest 
increases in beta cluster predominantly in the technology, and to a lessor extent, consumer discretionary sectors. 

EXHIBIT 2: THE BETAS, THEY ARE A-CHANGIN’ 
MSCI World Index Top 10 Largest Increases in Beta 

NAME SECTOR MARKET CAP  
(USD BN)

TRAILING  
3M (T3M) BETA

TRAILING  
3Y (T3Y) BETA

% INCREASE  
IN T3M VS T3Y 

BETA

Zoom Video Communications Inc Technology $35 1.99 0.41 383%

Moderna Inc Health Care $63 1.74 0.48 262%

Zscaler Inc Technology $23 2.76 1.07 157%

MongoDB Inc Technology $21 3.10 1.57 98%

Crowdstrike Holdings Inc Technology $43 2.41 1.24 94%

Datadog Inc Technology $34 2.61 1.35 93%

MercadoLibre Inc Consumer Discretionary $35 3.04 1.66 84%

Shopify Inc Technology $38 2.56 1.48 74%

Sea Ltd Consumer Discretionary $41 3.09 1.78 74%

Snap Inc Communications $23 2.63 1.61 63%

Source: Bloomberg. Data as of June 30, 2022. Relevant universe is MSCI World Index constituents with a market cap of at least $20B USD. Each qualifying 
name’s beta against the MSCI World Index is computed on a trailing 3-month, 6-month, 12-month, 3-year, and 5-year basis. The slope of the best fitting 
line connecting these five points is computed. The ten largest increases in beta are the ten names with the most positive slope.

EXHIBIT 1: NOT SHORT, BUT LONG CYCLES 

Source: Bloomberg. Returns are computed with a 10 year lookback for the period 
beginning December 31, 1999 and ending June 30, 2022.
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Furthermore, when we take a look at the other side of the ledger — depicted in Exhibit 3 — what stands out is that the 
largest cluster of names that have seen their betas fall the most are in the energy sector. Clearly, these securities have been 
behaving very differently relative to what their more recent history might suggest. However, to us, such change is part and 
parcel to very real and durable underlying fundamental changes and suggests that the market’s response is that an area like 
energy is providing a more durable earnings stream than sectors like consumer discretionary or technology. 

EXHIBIT 3: THE BETAS, THEY ARE A-CHANGIN’ 
MSCI World Index Top 10 Largest Decreases in Beta 

NAME SECTOR MARKET CAP  
(USD BN)

TRAILING  
3M (T3M) BETA

TRAILING  
3Y (T3Y) BETA

% DECREASE  
IN T3M VS T3Y 

BETA

Airbus SE Industrials $74 0.52 1.30 -60%

Ventas Inc Real Estate $20 0.71 1.51 -53%

Truist Financial Corp Financials $63 0.73 1.54 -53%

Welltower Inc Real Estate $37 0.64 1.35 -52%

Dow Inc Materials $37 0.80 1.43 -44%

Marathon Petroleum Corp Energy $43 1.01 1.74 -42%

Prudential Financial Inc Financials $36 1.04 1.68 -38%

Valero Energy Corp Energy $42 1.00 1.56 -36%

Cenovus Energy Inc Energy $34 1.07 1.53 -30%

Halliburton Co Energy $26 1.41 1.92 -27%

Source: Bloomberg. Data as of June 30, 2022. Relevant universe is MSCI World Index constituents with a market cap of at least $20B USD. Each qualifying 
name’s beta against the MSCI World Index is computed on a trailing 3-month, 6-month, 12-month, 3-year, and 5-year basis. The slope of the best fitting 
line connecting these five points is computed. The ten largest decreases in beta are the ten names with the most negative slope.

With all of this in mind, what we’re not saying is that we get everything right. We certainly do not. What we are saying, is 
that in our view, our process, which is rooted in the forward-looking aspects of quality on a global basis, better allows us to 
capture the breadth of the opportunity set, particularly in times of change. The individual pieces of the world do not operate 
in a vacuum and neither does our opportunity set. 

WAITING FOR MEAN REVERSION

As we’ve highlighted over the last several quarters, particularly as they relate to contrasting areas like cyclicals versus 
perceived secular growers, given the extremes created by the Covid environment, earnings and cash flows have accelerated 
in areas that were the Covid laggards and waned in the Covid winners. Not only that, in a sector like energy, select 
companies such as Exxon and Petrobras, despite record free-cash-flow generation, have seen their multiples stay flat or 
even fall! Generally, this type of behavior is the opposite of what characterizes the end of a cycle. So, for us, this doesn’t 
require much belief in the things that MacKay was chronicling, but rather an analysis of what’s happening within the 
opportunity set and an approach that follows the data. 
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However, we fully recognize that some folks may still be skeptical of such things, and for those investors still hanging onto 
a variety of beliefs, particularly as they relate to valuations and some degree of mean-reversion for expensive companies 
that have recently declined, history has not been terribly kind. For evidence of such, take a look at Exhibit 4, where we’re 
highlighting two very different regimes with similar outcomes. 

For the chart on the left, we’re looking at trailing P/E multiples for the 80th percentile of US companies at the start of the 
1970s and what those multiples looked like at the end of the decade. In our view, the 1970s is quite relevant because several 
conditions exist today (high oil prices, shifts in monetary policy, as well as high and persistent inflation) that rhyme with 
what was happening in the 1970s. Additionally, starting from a period of high valuations tends to yield lower future returns 
for the most expensive companies. And from the chart, that’s exactly what we have seen, where throughout the decade, 
the 80th percentile of stocks, therefore the most expensive cohort, saw their multiples compress, on a cumulative basis, by 
approximately 70 per cent. 

Now there was a bit of “mean-reversion” along the way, but the relevant part isn’t that things mean-revert, they do because 
it’s a natural phenomenon. The meaningful part, in our view, is to what levels will the variable mean-revert to? While there 
was some snap back in valuations in the mid-1970s, denoted by the dashed circle, this paled in comparison to the starting 
levels and continued to drift lower throughout the decade. Similarly, the chart on the right shows a more extreme example 
post the dot-com bust, where starting valuations were much higher and therefore the level of multiple compression that 
much greater, approximately 80 per cent, despite a couple of snap backs in valuations along the way. 

EXHIBIT 4: MEAN REVERSION FROM HIGH VALUATIONS TENDS TO TAKE AWHILE  

Source: Ken French as of June 30, 2022. Bloomberg as of June 30, 2022. Trailing price-to-earnings (P/E) is a relative valuation multiple that is based on 
the last 12 months of actual earnings.
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None of this is to say that beliefs in and of themselves are all for naught. To the contrary, beliefs and belief systems are 
extremely important. But, to us, they’re not ideal as the sole basis of any investment strategy, as beliefs held too strongly risk 
leading to dogmatism, anchoring, and other potentially corrosive behavioral biases. Therefore, we continue to suspend belief 
of the things which we cannot predict, but rather, continue to focus on the durability of earnings, wherever we can find it. 

As always, thank you for your continued support.

Rajiv Jain 
Chairman & Chief Investment Officer 
GQG Partners LLC
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END NOTES
1Charles Mackay, Extraordinary Popular Delusions and the Madness of Crowds, pg. 5. (Wilder Publications, 2008.)

2https://etfdb.com/disruptive-technology-channel/investors-flock-to-arkk-fund-sees-658-million-inflows/ 

DEFINITIONS
Beta (β) is a measure of the volatility (or systematic risk) of a security or portfolio compared to the market as a whole. Stocks or portfolios with betas 
higher than 1.0 can be interpreted as more volatile than the market.
The MSCI World Index is a stock market index that captures large and mid-cap representation across 23 Developed Markets and 24 Emerging Markets 
countries. With 2,939 constituents (as of March 31, 2022), the index covers approximately 85% of the global investable equity opportunity set.
Neither MSCI, Bloomberg, nor any other party involved in or related to compiling, computing or creating the MSCI or Russell data makes any express or 
implied warranties or representations with respect to such data (or the results to be obtained by the use thereof), and all such parties hereby expressly 
disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such data. Without 
limiting the foregoing, in no event shall MSCI or Bloomberg, any of their affiliates or any third party involved in or related to compiling, computing, or 
creating the data have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost profits) even if notified of 
the possibility of such damages.
The S&P 500® Index is a widely used stock market index that can serve as barometer of US stock market performance, particularly with respect to larger 
capitalization stocks. It is a market-weighted index of stocks of 500 leading companies in leading industries and represents a significant portion of the 
market value of all stocks publicly traded in the United States.
The Bloomberg Commodities Index (BCOM) is a broadly diversified commodity price index distributed by Bloomberg Index Services Limited. 

IMPORTANT INFORMATION
The information provided in this document does not constitute investment advice and no investment decision should be made based on it. Neither the 
information contained in this document or in any accompanying oral presentation is a recommendation to follow any strategy or allocation. In addition, neither is 
a recommendation, offer or solicitation to sell or buy any security or to purchase of shares in any fund or establish any separately managed account. It should not 
be assumed that any investments made by GQG Partners LLC (GQG) in the future will be profitable or will equal the performance of any securities discussed 
herein. Before making any investment decision, you should seek expert, professional advice, including tax advice, and obtain information regarding the legal, 
fiscal, regulatory and foreign currency requirements for any investment according to the law of your home country, place of residence or current abode.
This document reflects the views of GQG as of a particular time. GQG’s views may change without notice. Any forward-looking statements or forecasts are 
based on assumptions and actual results may vary. GQG provides this information for informational purposes only. GQG has gathered the information in good 
faith from sources it believes to be reliable, including its own resources and third parties. However, GQG does not represent or warrant that any information, 
including, without limitation, any past performance results and any third-party information provided, is accurate, reliable or complete, and it should not be relied 
upon as such. GQG has not independently verified any information used or presented that is derived from third parties, which is subject to change. Information 
on holdings, allocations, and other characteristics is for illustrative purposes only and may not be representative of current or future investments or allocations.
Past performance may not be indicative of future results. Performance may vary substantially from year to year or even from month to month. The value of 
investments can go down as well as up. Future performance may be lower or higher than the performance presented and may include the possibility of loss of 
principal. It should not be assumed that investments made in the future will be profitable or will equal the performance of securities listed herein.
The information contained in this document is unaudited. It is published for the assistance of recipients, but is not to be relied upon as authoritative and is not to 
be substituted for the exercise of one’s own judgment. GQG is not required to update the information contained in these materials, unless otherwise required 
by applicable law. No portion of this document and/or its attachments may be reproduced, quoted or distributed without the prior written consent of GQG. 
GQG is registered as an investment adviser with the U.S. Securities and Exchange Commission. Please see GQG’s Form ADV Part 2, which is available upon 
request, for more information about GQG.
Any account or fund advised by GQG involves significant risks and is appropriate only for those persons who can bear the economic risk of the complete loss of 
their investment. There is no assurance that any account or fund will achieve its investment objectives. Accounts and funds are subject to price volatility and the 
value of a portfolio will change as the prices of investments go up or down. Before investing in a strategy, you should consider the risks of the strategy as well as 
whether the strategy is appropriate based upon your investment objectives and risk tolerance.
There may be additional risks associated with international and emerging markets investing involving foreign, economic, political, monetary, and/or legal 
factors. International investing is not for everyone. You can lose money by investing in securities. 
Where referenced, the title Partner for an employee of GQG Partners LLC indicates the individual’s leadership status within the organization. While Partners 
hold equity interests in GQG Partners Inc., as a legal matter they do not hold partnership interests in GQG Partners LLC or GQG Partners Inc.
GQG Partners LLC is a wholly owned subsidiary of GQG Partners Inc., a Delaware corporation that is listed on the Australian Securities Exchange.

NOTICE TO AUSTRALIA & NEW ZEALAND INVESTORS
The information in this document is issued and approved by GQG Partners LLC (“GQG”), a limited liability company and authorised representative of GQG 
Partners (Australia) Pty Ltd, ACN 626 132 572, AFSL number 515673. This information and our services may only be provided to wholesale clients (as defined 
in section 761G of the Corporations Act 2001 (Cth)) domiciled in Australia. This document contains general information only, does not contain any personal 
advice and does not take into account any prospective investor’s objectives, financial situation or needs. In New Zealand, any offer of a Fund is limited to 
‘wholesale investors’ within the meaning of clause 3(2) of Schedule 1 of the Financial Markets Conduct Act 2013. This information is not intended to be  
distributed or passed on, directly or indirectly, to any other class of persons in Australia and New Zealand, or to persons outside of Australia and New Zealand.
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NOTICE TO CANADIAN INVESTORS
This document has been prepared solely for information purposes and is not an offering memorandum nor any other kind of an offer to buy or sell or a 
solicitation of an offer to buy or sell any security, instrument or investment product or to participate in any particular trading strategy. It is not intended 
and should not be taken as any form of advertising, recommendation or investment advice. This information is confidential and for the use of the intended 
recipients only. The distribution of this document in Canada is restricted to recipients in certain Canadian jurisdictions who are eligible “permitted clients” for 
purposes of National Instrument 31-103 Registration Requirements, Exemptions and Ongoing Registrant Obligations.

NOTICE TO SOUTH AFRICAN INVESTORS
Investors should take cognisance of the fact that there are risks involved in buying or selling any financial product. Past performance of a financial product 
is not necessarily indicative of future performance. The value of financial products can increase as well as decrease over time, depending on the value of the 
underlying securities and market conditions. The investment value of a financial product is not guaranteed and any Illustrations, forecasts or hypothetical 
data are not guaranteed, these are provided for illustrative purposes only. This document does not constitute a solicitation, invitation or investment 
recommendation. Prior to selecting a financial product or fund it is recommended that South Africa based investors seek specialised financial, legal and tax 
advice. GQG PARTNERS LLC is a licensed financial services provider with the Financial Sector Conduct Authority (FSCA) of the Republic of South Africa, 
with FSP number 48881.

NOTICE TO UNITED KINGDOM INVESTORS
GQG Partners is not an authorised person for the purposes of the Financial Services and Markets Act 2000 of the United Kingdom (“FSMA”) and the 
distribution of this document in the United Kingdom is restricted by law. Accordingly, this document is provided only for and is directed only at persons in the 
United Kingdom reasonably believed to be of a kind to whom such promotions may be communicated by a person who is not an authorised person under 
FSMA pursuant to the FSMA (Financial Promotion) Order 2005 (the “FPO”). Such persons include: (a) persons having professional experience in matters 
relating to investments; and (b) high net worth bodies corporate, partnerships, unincorporated associations, trusts, etc. falling within Article 49 of the FPO. 
The services provided by GQG Partners and the investment opportunities described in this document are available only to such persons, and persons of any 
other description may not rely on the information in it. All, or most, of the rules made under the FSMA for the protection of retail clients will not apply, and 
compensation under the United Kingdom Financial Services Compensation Scheme will not be available. 
GQG Partners (UK) Ltd. is a company registered in England and Wales, registered number 1175684. GQG Partners (UK) Ltd. is an appointed representative of 
Sapia Partners LLP, which is a firm authorised and regulated by the Financial Conduct Authority (“FCA”) (550103).

© 2022 GQG Partners LLC. All rights reserved. Data and content presented is as of June 30, 2022 and in US dollars (US$) unless otherwise stated.
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