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Further ‘gamification’, or
back to fundamental
Investing?’

* Monetary environment remains market-supportive going into 2022
e Earnings engine in lower gear, but still humming in most countries

* We prefer developed over emerging markets

First Futu, then WeBull, and now Longbridge. Taking the subway home in the evening, | have been amazed by the loud
and aggressive campaigns for online brokers in Hong Kong’s Central Station. This in a year where the local Hang Seng
Index was actually one of the worst-performing markets in the world (down 12%). These brokers also offer their services
in the US market though, and on Wall Street it was quite smooth sailing in 2021. Stocks closed almost 30% higher
after a more than 20% return in 2020. The social element (“chat with your investor friends”) plays an important role
in the campaigns. Investing is fun, lucrative, and so easy!!!

It is great to see so many new players with a newfound love Fundamental Equities Outlook Q12022

for our favorite asset class equity! Robinhood encouraged a For professional investors
new group of equity investors when commissions were cut to January 2022

zero. The patient and thoughtful long-term equity investors
that trade infrequently have been joined by inexperienced Robeco Fundamental Equity Team
traders looking for instant gratification. On your phone, it has
become so simple to buy a stock through the push of a
button. For many, a stock is not more than a chart that is
mostly going up, recommended by an influencer. If it
disappoints, you can always get out the next day, at zero




cost! The new traders have money and good ideas but are also likely to have weak hands when the going gets tough.

The equity game has also become a winner-takes-all game, with the US and ETFs on the winning side. Out of the nearly
USD 1trillion that was put to work in equity funds in 2021, more than 70% went into US equity. And, indeed, US companies
do the best job in managing their shareholders’ equity, while in most other countries, other stakeholders need to be
managed too. American confidence in equity for the long run is as high as is Chinese trust in buying property. And even
they may join the equity game after Evergrande has put an end to home price increases in China. Asian investors also want
to put their money into the US winners that now go under the acronym -well-known to aging fans of the Muppet Show-
MANA-MANA: (Microsoft, Apple, Nvidia, Alphabet, Meta, Amazon, Netflix, and Adobe). With a touch of Tesla to top it off.

ETFs have mopped up an amazing 93% of global equity fund flows in 2021. You buy an ETF as a basket of stocks with a
common driver that sounds appealing, but you don't know exactly what you are buying, nor at what multiple. Let us make
the self-serving case here for actively managed funds where Robeco portfolio managers will continue to do the
fundamental legwork, and make sure that the stocks in our baskets are still attractively valued.

Many investors ‘play’ the market today with money being plentiful. This money has been provided by the printing presses of
the world's major central banks. At the same time, governments no longer seem to be bound by fiscal deficits, as they have
spent lavishly during the Covid-19 pandemic, without any punishment from the ‘bond vigilantes’. Most likely, a chunk of
that ‘emergency support’ landed in equity markets. The table below illustrates how much the global money supply has
grown since the end of 2019.

Table 1| Money supply (M2) in local currency trillions

End 2019 Latest (November 2021) Money growth M2 as % of GDP
us usb15.3 usD 21.4 +40% 102%
Eurozone EUR12.4 EUR14.6 +18% 108%
China CNY 199 CNY 236 +19% 252%
Japan JPY 1,041 JPY 1,176 +13% 206%

Source: Bloomberg.

No wonder that some folks now consider the world’s main currencies to be Monopoly or Mickey Mouse money. There is so
much of it! Quite a few of these sceptics have looked into crypto markets to find protection. Supply here is capped by design
for each currency, but there is no limit to the number of cryptocurrencies that could eventually be created. Crypto clearly
went mainstream in 2021. As | watched sports events such as European soccer or Formula One racing, the crypto exchange
advertisements could not be overlooked. The overall market cap of these currencies is no longer insignificant — close to
USD 2.3 trillion — but still less than the market cap of Apple, the world’s biggest stock, at USD 2.9 trillion.

More gamification can be found in the relatively young market for special purpose acquisition companies, or SPACs, as
many of these equity deals are now done through celebrity endorsement. Buy a SPAC from your favorite sports star, music
idol, or from ‘real estate icon’ Donald Trump. This way the rich and famous can literally monetize their fan clubs.

And on top of that, we now have the larger-than-life metaverse. Is it a game, is it for real? Investors are wrestling with the
implications and the potential ‘winners’ of this trend. It must be important since Facebook even changed its name to Meta.
It is hard to envisage a future where we all have a second life in a parallel online economy, but it is worth to revisit
Spielberg’s 2018 movie Ready Player One, or to simply speak to teenagers. More games, that's for sure!

In the real economy, central banks are aware they may have overdone their stimulus with inflation popping up in many
areas. We will thus see more tightening announcements in the first quarter, as they try to normalize policies. The US
Federal Reserve (Fed) is now expected to make its first hike in March 2022, with a few more planned for later in the year.
This has historically been a more difficult environment for emerging equity markets to perform. Recent US dollar strength
contributes to our outlook being more muted here. For developed markets, our outlook remains bright. As the strong keep
getting stronger, earnings expectations are still likely to be outgunned.

In both developed and emerging markets, the outlook for corporate earnings remains supportive. 2021 was a bumper
year, but we expect decent growth for 2022 as well. Here is another winner-takes-all element, as the large, listed



companies are generally much less affected by the pandemic than the smaller companies, and particularly by those in the
service sector.

What will 2022 look like? More fun and games for those in the market, or a return to old-fashioned investing? Well, we will
definitely start with more games, as the 24th Winter Olympics will be held in Beijing in February. Investors wonder whether
Chinese stocks can come back after offshore listings were hard hit by regulation and the burgeoning property sector was
heavily curtailed in 2021. A remarkable USD 50 hillion of money has continued to flow into this underperforming market,
which is a rare sight in momentum-driven markets. We remain fairly cautious for now, but the one country with decent real
rates at least has room to support the economy via rate cuts.

In the end, it is likely that under a tightening monetary environment, fundamental analysis will outlast gamified meme
stocks. The first quarter may still see the tail end of the rally of everything’, but the likelihood of a more discerning market
environment is increasing in 2022,

Please read through the detailed views from our fundamental investors in the following sections.

Arnout van Rijn
ClO Asia-Pacific Equities
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Developed Markets Equities | A great three-year
run with more resilience on the horizon

e Fed hikes historically don't signal a bull market’s demise
e Robust consumer demand supports positive outlook

e Record buybacks in the US, retail investors keep buying
the dips

e Earnings growth still strong, though Omicron poses risks

Five-factor summary

Factors Score
Macro =
Earnings +
Valuation =
Technical +
Sentiment =
Total +

Source: Robeco Global Equities Team.

We maintain a long-term positive outlook for developed
market equities. In the last quarter of 2021, we lowered our
macro factor from positive to neutral, as the US Fed
announced a quicker tapering of its bond purchases.
Moreover, the central bank’s Summary of Economic
Projections indicates even more rate hikes for 2023 and
2024 in addition to the three forecasted in 2022.

We are watching for signs of a potential monetary policy
mistake — which we don't see yet —and we have some
concerns about inflation risk. Record inflation (6.9% core
rate in the US) could potentially give rise to future financial
stresses.

However, global liquidity is still expansive, and the world’s
largest central banks remain accommodative overall, even
as some of them started to hike rates, with the Bank of
England (BoE) being the first among the world’s major
central banks, followed by the Norwegian Central Bank, to
initiate rate increases before the 2021 year-end. Other
central banks may also have to rethink their policy after
continued strong inflation readings. Mid-December, the
European Central Bank (ECB) announced it too would phase
out an emergency bond-buying program, while ramping up
other stimulus measures to keep the 19-nation Eurozone’s
recovery on track.

These measures, along with the Fed's policy tightening
pivot, mean that unclear stances have now been replaced
with clear guidance. Uncertainty about the Fed and other
central banks’ tightening intentions has been replaced with
hopes that hikes will help bring down inflation without

derailing growth. Rate hikes and the pace of growth are
now key to deciphering future market direction.

We note that across past economic cycles, rate hikes did not
necessarily terminate bull markets. In the US, for example,
there were four major policy tightening cycles over the last
30 years, and all but one of them saw equities continuing
to rally over the medium term.

Figure 1 | Past Fed hiking cycles did not usually end bull
markets. In fact, they remained on a steady resilient run
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Source: Bloomberg, DataStream, Barclays Research, Robeco.
December 2021.

We maintain our neutral macro factor, as consensus GDP
forecasts for the developed world (4.4%) as a whole and its
different regions (US: 3.9%, Eurozone: 4.2%, and Japan:
2.9%) continue to support a robust economic outlook.
Consumer strength, especially in the US and Europe, is a key
driver of our positive outlook. This is fueled partly by a USD
2.5 trillion cash hoard on US households’ balance sheets.
For example, in the week before Christmas, one of the
world’s largest sports apparel companies announced ever
more record-setting sales results, highlighting the robust
consumer demand which is a key feature of the current
outlook. The announcement was based on pre-December
retail sales, while holiday sales in December also appear
robust.

Economic growth and earnings growth will likely moderate
in 2022, after a post-pandemic recovery. But we remain
positive on earnings. Inflation (Figure 7) will also cause
concern after a record-high services ISM report in the US
and the fastest US nominal GDP growth since the 1950s, as
well as increasingly hawkish comments from Fed officials.
Going forward, inflation surprises and central bank policy
will become more important than valuations and growth, in
our view.

Meanwhile, the spread of the Omicron variant of the Covid-
19 virus has pushed daily infection rates above those that
were triggered by the Delta variant over the summer in the
US, and may do the same elsewhere. We are also seeing
some early signs of a negative impact on holiday season
services. The December flash services PMI dropped to a 10-



month low of 48.4 after a 52.7 reading for the previous
month. In Germany and the UK, services PMIs fell sharply
too. Omicron may cause further disruption to goods and
services from isolating shoppers and workers, including air
travel.

Continued strength in global earnings

We shared concerns earlier this year that earnings may
peak in 2021 after a very strong post-pandemic rebound.
However, all signs during the final months of the year
suggest that earnings still have momentum, although not
the record-setting surge of 2021, which produced earnings
in excess of 45% and near 60% in the US and Europe
respectively. We see strength in 2022, even with the
difficult comparison to record-high 2021 earnings.
Consensus expects companies of the S&P 500 Index to
report earnings growth in 2022 of around 9% to 10% in the
US and around 6% to 7% in Europe.

Figure 2 | 2022 World Earnings growth expectations are
resilient and above pre-pandemic levels
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Source: IBES, MSCI, Robeco, December 2021.

In the US, ten out of eleven sectors are projected to achieve
year-on-year earnings growth in 2022. The one sector not
expected to see earnings rise, Financials, benefited from
special reserve releases in 2021 that boosted earnings. But
the sector is already seeing analyst upgrades coming
around the year-end, on the back of the change in Fed
policy which supports banks” earnings. We are therefore not
concerned and think that this might actually be an
opportunity to find value in the sector. We expect the large
bank sector to outperform as the Fed begins rate hikes,
despite the less encouraging earnings forecasts.

Figure 3 | Earnings revisions in DM remain robust
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There are some risks to these upgrades, notably from the
rise in raw materials prices, coupled with continued supply
chain disruptions. Valuation multiples have in fact retreated
modestly, which is positive, as earnings growth has been
outpacing price appreciation in recent months. The final
2021 quarterly reporting season in January, particularly
management comments on company outlooks, will be key
catalysts to watch for any signs of earnings slowdown
aheadin 2022.

Valuation tailwind boosted by the strength of the post-
pandemic recovery

A key highlight of 2021 was the strength of the economic
recovery, which combined with both easy monetary policy
and record amount of share repurchases, strongly boosted
quarterly earnings. This environment supported stock
valuations. Global price-earnings (P/E) multiples are
elevated. For instance, the S&P 500 Index’s forward P/E is
now close to 22 times, partly due to blowout (double-digit
growth) earnings over the past six quarters. Year-on-year
earnings growth for companies of the S&P 500 Index and
most European indices has exceeded 50% and 60%
respectively in 2021.

Global real GDP growth of 6.0% seen in 2021 was the
highest since 1973. It brought economic activity above pre-
Covid-19 recession levels. Although current stock market
valuations remain above their five and ten-year averages,
they have compressed this year on the back of strong
earnings, and 2022 looks better than 2021 on a P/E basis
alone. However, history tells us that high P/Es tend to
contract as yields rise, although some sectors, including
Financials, Energy, and Industrials, tend to rise with rising
yields. We therefore remain neutral on valuations.



Figure 4 | Absolute valuations in the US and developed
markets
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As noted, developed equity valuations are high across the
world (Figure 4), at least from an historical perspective, but
neutral given the rate environment we are in. We see that
the MSCI World Index is trading at close to 19.2 times 12-
month forward earnings. Meanwhile, the US market, which
is clearly more technology and services-oriented, is trading
closer to 22.0 times forward earnings. This reflects the
current inflationary environment, as well as the record
stimulus pumped into the global economy during the
pandemic. Money keeps flowing into equities, and stocks
remain relatively attractive compared to credits and
government bonds, as rates are expected to rise from
historic low levels.

A corporate signal that shares are fairly priced
Corporate management teams confirm that shares are
fairly priced. This is evidenced by US companies spending a
record amount on share buybacks for the third quarter of
2021, led by the Information Technology sector which
purchased USD 66 billion shares in the quarter. This trend
appeared steady in the last quarter.

The buybacks along with low corporate inventories support
the valuation premium at this time, but as the early innings
of the Covid-induced recession and recovery move ahead
into the later innings, we may see valuations continue to
contract, which also supports a move towards more high-
quality sectors and stocks. We believe positioning ought to
remain toward good fundamentals, particularly highly
profitable companies with strong cashflows.

Global small caps pessimism is stretched versus large
caps

Technical analysis is still supportive of developed markets
overall. We rate the technical factor as being positive. On
technical indicators alone, the outlook for developed
markets remains more favorable than for emerging ones.
Despite the S&P 500 Index reaching 70 new highs in 2021,
market sentiment indicators are not excessively bullish nor
bearish overall as we begin the new year. Small caps
globally have underperformed and appear poised to help
support the markets in 2022. In December, the sentiment
indicators we monitor suggests a mid-single digit return for
the MSCI World Index in 2022.

Around the world, outside of the US, we favor European
equities relative to Japan

The outlook for Japan does not appear exciting. We see
more favorable opportunities in the US and Europe relative
to Japan. Since 2000, historical analysis shows that the
Eurozone outperforms Japan when US bond yields rise,
although Japanese equities continue to trade relatively
cheaply on valuation metrics (Figure 5) and corporations
have improved their profitability over the last few years
through capital discipline, efficiency gains and more
shareholder friendly policies.

Overall, Japanese equities have improved their profitability
as measured by return on equity over the past 20 years. So,
we like this trend. However, we don't see a catalyst for
Japan to outperform the US and Europe in 2022. We will
continue to search for high-quality companies in Japan, as
we watch for a turn in equity market performance where
cumulative flows by domestic Japanese equities ended 2021
at a ten-year low.

Figure 5 | Japanese equities trade relative cheap relative
to other markets
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Main risks to our outlook

The primary downside risk to our earnings and valuation
outlook is Omicron. While we believe early data indicates
that Omicron causes fewer medical complications and is
less lethal than prior variants of the Covid-19 virus, we have
to acknowledge it is the key risk as we start 2022. We are
also monitoring the major surge in vaccinations across
much of the developed markets (mostly through booster
jabs).

The UK, Germany, France, and Austria are among countries
that now give the jab to more than 1% of their population
each day, which should ease the risk. However, some
European countries along with some US states are
tightening restrictions and this could constrict the supply
chain, lower the GDP outlook, or dent consumer
confidence.



Figure 6 | Daily infections per 100,000 people — UK surge,
US and Europe following
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Source: Johns Hopkins University, Berenberg, December 2021.
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Economic growth and earnings growth will likely moderate
in 2022 after a post-pandemic recovery, but we remain
positive. Inflation will also cause concern following a record-
high services ISM report in the US and the fastest US
nominal GDP growth since the 1950s, as well as increasingly
hawkish comments from Fed officials. Going forward,
inflation surprises and central bank policy will be more
important than valuations and growth, in our view.
Meanwhile, the spread of the Omicron variant of Covid-19
has pushed daily infection rates above of those fueled by
the Delta variant over the summer in the US and may do
the same elsewhere. We are also seeing some early signs of
a negative impact of Covid on holiday season services, with
December Flash services PMI dropping to 48.4, a 10-month
low, down from 52.7 in the previous month. In Germany
and the UK, services PMIs fell sharply too. Omicron may
cause further disruption to goods and services from
shoppers and workers forced to isolate, including its impact
on air travel which was severely affected over the Christmas
period.

Figure 7 | Inflation in emerging and developed markets
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Our short-term outlook for developed markets equities is
now more cautious than it was in the first half of 20271,
when the post-pandemic recovery was very strong. Aside
from Omicron, inflation pressures highlighted in recent
corporate results is the key indicator to monitor (Figure 7).
Inflation data is still surprising on the high side. This causes
a tug-of-war between high inflation and hawkish central
banks (along with Omicron uncertainty) which may create a
destabilizing environment. We continue to believe that
most central banks are willing to let inflation overshoot
their targets, as they do not want to harm the fragile
economic recovery, amid a resurgence of the pandemic.

Implications for portfolio positioning

Over the last quarter, we have shifted from a slight
underweight position in European equities to an
overweight, and we remain modestly overweight to North
America, in our Global Equity portfolios. We also maintain
an underweight to the Asia-Pacific region and Japan. We
focus the portfolios on what we view as high-quality sectors
and stocks that we believe can perform well when inflation
is higher than average. Inflation may decelerate this year,
but we are positioning global equity portfolios to account
for it, as cost pressures will remain above Covid-19 levels
and higher than their long-term averages.

We continue to find what we view as high-quality
companies in the sectors we prefer, such as Health Care,
Technology and Materials. We continue to prefer these to
the more bond-like sectors such as Utilities and Consumer
Staples. During the past quarter, we continued to realize
gains in some high-flying Information Technology
companies and have added to the Financials sector. We
remain on the lookout for companies with a good or
improving sustainability profile that also have a good long-
term track record of return on invested capital, and that
have a decent valuation on free cash flow.



Emerging Markets Equities | The emerging world
did a preemptive inflation strike

e (autiousness mentioned in the previous quarter is still
valid as Omicron joins the cluster of headwinds

e Key milestones of 2022 will be :
0 Inflation globally likely to prove transitory
] Economic recovery in combination with tighter

monetary policy potential catalysts for 'value” asset
classes such as emerging equities

Five-factor summary

Factors

Macro =

Earnings =

Valuation +

Technical

Sentiment =

Total =

Source: Robeco Emerging Markets Team

We maintain our neutral stance on emerging markets, with
we view as very attractive valuations on the one hand, and
a less attractive technical profile on the other hand. The
economic rebound of the last quarters has been translated
into a strong earnings performance across markets. This
substantial tailwind has now more or less worked its way
through the companies’ top and bottom lines.

Earnings revisions in emerging markets have become
weaker than those in developed ones. The earnings revision
ratio for emerging markets has recently softened, but is still
above 1.0. We thus keep our neutral stance on earnings
growth for emerging markets relative to their developed
counterparts.

The only negative factor in our assessment is the technical
factor. Emerging markets substantially lagged their
developed counterparts over the past few months, which
caused a further deterioration of their technical profile.

As the table above shows, the valuation factor remains
positive, which became even more significant in the last
quarter. The sentiment factor remains neutral, after
unprecedented investment flows into emerging markets,
totaling more than USD 150 billion since October 2020. We
expect inflows to continue, but at a slower pace than in the
previous quarters. The constructive sentiment should
persist, since investors are increasingly looking for value

propositions that will benefit from a reopening of the global
economy.

Emerging markets face headwinds but are very well
flagged

In the last quarterly, we mentioned the credit concerns
around the Chinese property sector and its potential
contagion to the broader economy as the main headwind
for emerging markets. Although we have not seen a formal
default of the property mogul Evergrande, this still
overhangs financial markets. The upcoming tapering
process in the US was another headwind we foresaw. It only
got more attention over the last quarter, especially after the
latest comments by the Federal Reserve’s Chairman Jerome
Powell boosted prospects of a faster-than-anticipated
tapering.

With regards to the Covid-19 pandemic and its variants, we
are now at the letter Omicron in the Greek alphabet. More
will likely follow. Our base case scenario is that Omicron
and future variants will be more infectious but less
dangerous. This, in combination with larger vaccination
rates and booster campaigns, should lead to reduced
pressure on health care systems across countries. The need
for additional lockdowns would then cease to exist during
the course of 2022. That would mean one less headwind
for markets.

The taper headwind could also fade away, but probably not
until after two or three official US rate hikes from the
Federal Reserve, from the second quarter onwards. Inflation
is likely to decelerate from the elevated levels seen recently.
It is still unclear whether this headwind will disappear also
in the second half of 2022. Until the fourth quarter, it will
most likely be a reality to keep in mind while constructing
our portfolios.

The first two quarters of the year will likely see significant
focus on the monetary tightening in the developed world,
which will keep financial asset prices in limbo. Later in the
year, when inflation is back ‘under control’, equity markets
could prosper.

So, after the ultra-loose monetary policies seen across the
developed world over the past couple of years, next year
will be different. A hiking cycle caused by resilient economic
growth is typically a good sign for emerging markets
equities. An era of growth-inspired monetary tightening is
also typically supportive for ‘'value” asset classes and value
stocks. After a year of underperformance relative to
developed markets, emerging markets equities might start
to perform better than their developed counterparts.

Over the last couple of years, emerging markets equities
have discounted a lot of negative news, while the
developed world kept translating good news into all-time
highs for equity markets. The good news came from re-
opening after the pandemic and strong earnings results in
both developed and emerging markets. Despite that,
emerging markets have traded flattish in 2021. The



resulting derating has led to a price/earnings (P/E) ratio for
the MSCI Emerging Markets Index of close to 12 times
earnings per share (EPS) expected for 2022, while the MSCI
World Index trades at an average P/E ratio of 18 times EPS
expected for 2022. Therefore, emerging equities seem to
have fully anticipated the tapering in Europe and the US.

In short, emerging markets have only incorporated the bad
news in current share prices, whereas developed markets
have only discounted the good news in their equity prices.

Inflation environment is still benign, though monetary
policy is tight

Next to the before mentioned headwinds, we see various
tailwinds, such as the much lower inflationary pressures in
emerging markets relative to developed ones, as illustrated
in Figure 8. Across most emerging countries, the
macroeconomic environment is strong, and inflation has
been moving higher only gradually.

Figure 8 | Inflation estimates
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Source: IBES, MSCI, Robeco, December 2021.

The year 2021 saw a spike in commodity-related inflation.
Yet consumer prices only rose modestly and still remain
under the pre-Covid levels of March 2020. Meanwhile,
consumer prices in developed markets are on an
accelerating trajectory and currently at triple the levels
reached in early 2020.

Emerging markets started tightening early and most of their
central banks are more hawkish than their developed
counterparts. Latin America is leading the pack. Brazil has
hiked policy rates from 2% in March 2021t0 9.25%
currently. Russia has tightened from 4.25% to 8.50%. As a
rare exception, Turkey recently surprised the market with a
rate cut back to 14%, while inflation remains above 20%, a
situation that is not sustainable in our opinion. China
recently joined in monetary easing camp. With inflation in
the low single digits, we do expect more easing early in
2022.

Most other central banks in large emerging markets are
either keeping rates steady at current low levels, or have
started hiking policy rates cautiously. The Bank of Korea

started hiking in August 2021, from 0.50% to 0.75%,
followed by another hike in November to 1%. It remains to
be seen how hawkish emerging market central banks will
eventually become in relation to the US tapering.

Tailwinds from budget and current account balances
We continue to be constructive regarding macroeconomics
in emerging markets, particularly in North Asia. Strong
fundamentals support our stance, as this region could see
GDP growth numbers in the low single digits in 2021 and
2022, with large current account surpluses and relatively
low fiscal deficits. On the other hand, South Asia and most
of Latin America and EMEA could see high single digit GDP
growth, resilient current account balances and large fiscal
deficits. On average, the fiscal deficit in emerging markets
might halve in 2022 as a percentage of GDP (from 10% to
5%).

Figure 9 | Budget balance estimates
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China  Korea Taiwan India Brazil Mexico Russia  South

US  Germany Japan

2021 ®2022

Source: Bloomberg, MSCI, Robeco, December 2021.

On average, emerging markets’ current account balances
look much better than those of developed ones. The same is
true for fiscal balances. Figures 9 and 10 illustrate this
backdrop.

Figure 10 | Current account estimates

Current Account (%GDP) - EM versus DM
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Earnings expectations are decelerating

Figure 11 | Earnings revisions in emerging markets
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Source: IBES, MSCI, Robeco, December 2021.

In December, the one-month earnings revisions ratio in
emerging markets dropped to 1.03, as Figure 12 shows. It
remains above 1.0 and comfortably above the long-term
average earnings revisions ratio, which are positive signs.

Figure 12 | Trends in earnings expectations in emerging
markets
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Earnings revisions are lower in emerging markets than in
developed ones. After a rise in earnings of around 40% in
2021, earnings growth is expected to decelerate in 2022 to
circa10%. All in all, we consider the earnings factor as
neutral for emerging markets.

Figure 13 | Trends in earnings expectations MSCI World
Index
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Source: IBES, Robeco, December 2021.

Valuation a positive factor for emerging markets
Valuation remains a positive factor for emerging markets.
The 12-month forward P/E ratio approached a 10-year low
early in 2020, but bounced back to higher levels, as Figure
14 shows.

Figure 14 | Valuations remain attractive in emerging
markets
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Source: IBES, MSCI, Robeco, December 2021.

The average P/E ratio in emerging markets is close to 12.5
times, compared to 19 times for the MSCI World Index. This
translates into more than 35% valuation discount for
emerging markets, relative to developed ones. The average
historical discount is closer to 20%. From a price-to-book
perspective (P/BV), emerging equities are trading at a 30%
discount relative to developed ones. The average historical
discount is about 15%.

Technical picture is downgraded to negative

After outperforming the MSCI World Index, emerging
markets have been lagging their developed counterparts
recently. Over the last 12 months, emerging equity markets
returned a modest 2%, while developed markets returned
more than 26% in euros. As a result, the technical factor
remains a negative.



Figure 15 | Emerging markets’ technical indicators are in
line with those of developed ones
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Source: MSCI, Robeco, December 2021

Sentiment remains neutral

We keep the sentiment factor at a neutral stance, following
the more than USD 100 billion of cumulative inflows into
emerging market equity funds in 2021. The inflows are
expected to continue as investors look for attractively
valued asset classes offering high yields. In an era of
reopening economies and large-scale vaccination
campaigns, global investors” appetite for risk might remain
high. Simultaneously, investors might seek more ‘value’ for
their portfolios. However, we do expect the current
deceleration of inflows to continue as tapering accelerates
in 2022. In 2021, inflows into emerging equity funds
surpassed USD 100 billion, a level not seen in over five
years, as Figure 9 shows.

Figure 16 | EM Equity annual cumulative flows
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Source: EPFR Global, December 2021.

Implications for portfolio positioning

We maintain the value tilt in our Emerging Markets Equity
portfolios, which have a lower average P/E ratio than the
MSCI Emerging Markets Index. Within emerging markets,
we remain constructive on North Asia, due to stronger
macroeconomic fundamentals. In the current tapering
era’, the focus will shift more and more towards potential
macroeconomic vulnerabilities, such as current account
deficits. The largest current account surpluses are to be
found in North Asia (China, Taiwan, and South Korea).
These countries are also more resilient from a currency
perspective.

The portfolios remain close to their maximum permissible
overweight in South Korea. We have lowered our active
position in Taiwan to a slight underweight stance. Within
the rest of emerging markets, we maintained our
overweight positions in Greece, Russia, and Indonesia, as
we believe the chances of a strong rebound in their
economies and corporate profits are high. Current
valuations do not reflect the earnings recovery expected in
these countries.

From a sector perspective, we keep a comfortable
overweight position in the Consumer Discretionary and
Information Technology sectors. Meanwhile, we keep a
significant underweight position in the expensive Consumer
Staples sector. We also have a slight overweight position in
Financials. Valuations have corrected the most in this sector
during the pandemic, and in some countries the credit
profile is better than initially expected.

We have a neutral view on the Chinese equities market, and
relatively more constructive on domestic A shares. While we
expect the Chinese government to boost growth-supportive
policies, easing conditions for the property sector and
stepping-up infrastructure investment, economic growth
will likely not bottom out before the second half of 2022,
adding uncertainties to the market’s near-term prospects.
Geopolitical risks and Covid-19 resurgences could also lead
to market volatility in the first quarter of 2022.

China’s policy is changing from regulatory tightening to
supporting growth. Deleveraging and decarbonization will
take a back seat in the short term, since stability is now the
priority and reasonable growth (i.e., 5% or more) would
likely be the bottom line. More macro policy support could
come, with proactive fiscal policy, prudent monetary policy,
and ample liquidity. There could be faster fiscal spending,
new tax cuts, and some infrastructure investment could be
brough forward. A largely stable headline fiscal deficit with
new special local government bond quota, and a modestly
stronger infrastructure investment in 2022 is expected.
Monetary policy will be prudent but still with ample
liquidity, especially to increase support for SMEs,
innovation, and green development.

China will be more pragmatic on it ‘common prosperity’
and ‘decarbonization’ push. The country will focus more on
sustaining economic and household income growth, and
supporting employment rather than major radical income
distribution. A gradual phasing out of traditional energy will
be implemented based on a safe and reliable supply of new
energy. New energy (i.e., renewables) investment will
remain strong, and the share of non-fossil energy
consumption will continue to rise in the coming years.

Other themes such as industrial upgrading, technology
innovation and structural reform continues to get policy
support. Reforms set to continue in areas such as full
implementation of registration-based IPO system, pushing
for reforms in power grid and railway sectors, securing the



national treatment for foreign companies, and attracting
more investments from multinational corporations.

Chinese equity valuations have come back to a level below
their historical average. We expect further negative
earnings revisions for the MSCI China Index, due to its heavy
exposure to the internet sector, which is under requlatory
scrutiny. Meanwhile, the economic slowdown is adding
pressure to earnings in other sectors, including Financials
and Consumer Discretionary. A-shares’ earning revisions
have bottomed out and become more stable.

The Chinese Equities portfolio has an overweight position in
the Utilities, Industrials, and Real Estate sectors, and an
underweight position in Financials, Consumer Discretionary
and Communication Services.

The Chinese A shares equities portfolio is overweight to
Utilities, Industrials and Consumer Discretionary, and
underweight to Financials and Health Care.
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