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EXECUTIVE SUMMARY 

It’s probably not surprising that there have been many in-depth conversations 
this quarter. In late February we reflected on how things might evolve 
prospectively and what we were learning retroactively. Despite the events 
currently influencing the world’s economies, we believe “preparation not 
prognostication” still holds and that our focus should continue to be on “process 
versus outcome.” While we do not get everything correct, we never stop the 
pursuit. Our forward-looking quality view remains the same, our process versus 
outcome perspective that we believe yields results despite risk, uncertainty, and 
cyclical trends.

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 certainty1.” While we strive for the 
highest  degree of certainty, we fully recognize that investing is a probabilistic 
enterprise. Even though we cannot calculate all possible outcomes precisely in 
investing, we can calculate why downside protection is so important. 

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 evolving, following the data, and avoiding 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. 

Risk & Uncertainty

Please refer to the Risks and Important Information at the end of this document.
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The economy is not a class that you can master in college, 
to think otherwise is the pretense of knowledge.

— F.A. Hayek2 

It is probably not surprising but writing our letter 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,3” 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. 

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 earnings specifically and fundamentals 
generally continue to improve, as highlighted in Exhibit 2. 

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 
research included a fascinating one 
below:

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.4

To further illustrate this point, out of the 263 products in the eVestment database in the US Large Cap Growth peer group 
that reported an allocation to the energy sector, as of 12/31/2021, the median exposure was….0 per cent. That is not a typo. 
So, while we often get questions that allude to the view that prior winners are now cheap, we continue to focus on what we 
believe will be future winners (which we continue to believe are also quite cheap). 

EXHIBIT 1: HARD TO GROW WITHOUT ENERGY

Source: S&P Capital IQ. For the year-to-date period ending March 31, 2022.
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EXHIBIT 2: CAPITAL DISCIPLINE SHINING

Source: Bloomberg. Data for the period December 31, 2009 to March 31, 2022.
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EXHIBIT 3: THE ILLUSION OF CERTAINTY1

Source: Gerd Gigerenzer, Risk Savvy
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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 certainty1.” 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.

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 so important. 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 breakeven. 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. 
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For example, take a look at Exhibit 4 which highlights the ten 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.5 

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 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. 

EXHIBIT 4: SECULAR LOOKING QUITE CYCLICAL

NAME MARKET CAP (USD BN) CY22 P/S, 6M AGO CY22 TODAY T6M RETURN T6M EXCESS RETURN CY22 EPS %  
REVISION, T6M

PayPal Holdings Inc $139 10x 5x -55% -60% -29%

Zoom Video Communications Inc $37 17x 8x -54% -59% -49%

Pinterest Inc $17 10x 5x -51% -56% -58%

EPAM Systems Inc $17 7x 3x -49% -54% -13%

Moderna Inc $70 7x 3x -49% -53% 2%

Netflix Inc $170 8x 5x -38% -42% -14%

Dynatrace Inc $14 19x 13x -34% -39% -17%

Etsy Inc $17 9x 6x -34% -39% -4%

Meta Platforms Inc $624 7x 5x -34% -38% -24%

Align Technology Inc $35 11x 7x -33% -38% -3%

Source: Bloomberg

This phenomenon is not unique to the US by the way. When looking at emerging markets, and comparing companies 
in China, “new” economy companies 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. 
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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.

Rajiv Jain 
Chairman & Chief Investment Officer 
GQG Partners LLC
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END NOTES
1Gerd Gigerenzer, Risk Savvy: How to Make Good Decisions. (New York: Penguin Group, 2015).

2https://cafehayek.com/2011/12/f-a-hayek-economist.html

3Michael J. Mauboussin, More Than You Know: Finding Financial Wisdom in Unconventional Places. (New York: Columbia University 
Press, 2006).

4BofA Global Research, “Energy security matters,” S&P500 Relative Value Cheat Sheet, March 1, 2022, 1.

5https://www.reuters.com/technology/global-markets-survey-bofa-urgent-2021-11-16/ 

DEFINITIONS
Earnings per share (EPS) is the monetary value of earnings per outstanding share of common stock for a company.

The Russell 1000 Index is a stock market index that tracks the highest-ranking 1,000 stocks in the Russell 3000 Index, which represent 
about 93% of the total market capitalization of that index.

The MSCI ACWI 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.

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.
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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 dis-
tributed 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.

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 March 31, 2022 and in US dollars (US$) unless otherwise stated.
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