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Risk Markets Sell Off Sharply in November, Fueled by Spike in

Realized Inflation and Concerns over New Covid Omicron Strain; Country-wise Monthly Performance
Glovista Trims Stock Exposures while Sustaining Bullish Value Tilts in USD terms (November 2021)*
The month of November has witnessed a strong sell-off in risk markets, across the USh _0.8%

equities, credit and commodities space. We credit the sell-off to two principal factors:
heightened investor concerns following the release of larger than expected inflation Bra L6
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prints out of the USA, and growth concerns tied to the new Covid Omicron strain
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originating in South Africa. The month of November’s “risk off” market characteristic

has also manifested itself in a strengthening of the US Dollar — with the DXY dollar index e -
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up close to 2.4% in November — and sharply declining cyclical commodity prices,
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including crude with the front month contract posting a close to 20% decline for the month.

Such combination of macro developments may be taken by some investors as stagflationary. As

S&P500 Monthly Sector such, it is no surprise that it brought about a rise in risk premia, both via increase in implied
Performance —~November volatility and expanding vyield spreads in the case of credit (Figure 1). As discussed further
MTD 2021* below, we sustain our thesis of decelerating inflation dynamics over the course of 2022 while
. recent investor concerns surrounding the growth implications from the Omicron strain are likely
% RVAEE to be proven exaggerated.
Sectors Change | Ratio
Energy 3.03% 140 From a portfolio strategy perspective, we view investors’ stagflation concerns as exaggerated.

Specifically, on the inflation front, as discussed at length in our August monthly column, we
Materials 1.83% | 16.6 expect inflation momentum to be topping out during the fourth quarter 2021, followed by
deceleration over the course of 2022 as a number of macro factors come into play, including:
decelerating year-on-year commodity price growth (already at play in energy and soft

Industrials -1.19% 27.1

Cons Disc 3.37% | 376 commodities); increased labor force participation on the back of increased economic reopening
Cons Stap 1.52% 21.4 as the percentage of vaccinated population rises further; disinflationary effects from the recent
period of US Dollar strength; withdrawal of fiscal stimulus in the USA given the ending of the
large transfer payment measures introduced shortly after the pandemic’s onset, and; the
Healthcare | -1.23% | 17.3 continued relevance of secular disinflationary forces, including the ageing of the population and

Technology | 5.24% 27.9

. . the ascendancy of labor-saving technologies (e.g. Al, machine learning, robotization,
Financials -3.46% 13.1 . . o ,
automation, virtualization, among others). As for the global economy’s growth momentum, we

Utilities 0.81% 20.2 expect continued resilience both on account of the already widely proven strength of economic
Telecom 22a% | 207 activity in the face of the virus (e.g. resilient mobility indicators from around the world) as well
as the continued increase in the percentage of those vaccinated. Finally, the latest information
Real Estate | 1.17% | 44.9 suggests the Omicron strain exerts predominantly mild symptoms among those infected.

S&P500 1.08% 22.0 . . " .
’ As we look ahead, we continue to favor overweight exposure to global equities — particularly
value-oriented stocks - owing to the asset class’ attractive relative valuations versus cash and
*As of November 29, 2021 fixed income, along with our constructive outlook for the world economy in 2022. In November,

value stocks strongly outperformed growth peers across most capitalization segments, with the

Source: Bloomberg exception of US mega-gap tech names which we continue to favor. Our preference for value-

oriented markets, industries and stocks continues to hinge on their exceedingly attractive

relative valuations versus growth peers as well as their proven resilience to rising real interest
rate environments. Within fixed income, we have recently taken profits on the tactical duration
exposure we took on in October as we believe the recent decline in long-term yields do not offer
value. In the commodities space, we continue to favor exposure to gold, having trimmed energy
equities exposure during the month of November.

Emerging Markets Perspectives
EM Value-oriented Markets Extend Outperformance; Glovista Sustains

Overweight LatAm Allocations, Raising S. Korea Exposure while Taking Profits in
Overweight Russia Country Exposure

In November, emerging market equities have sold off approximately in line with their
international developed peers (MSCI EAFE). A number of value-oriented markets, especially out
of Latin America (Brazil and Chile), strongly outperformed both their EM as well as US and EAFE
peers. Within the EM North Asia region, Taiwanese equities extended their year-to-date
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outperformance owing to attractive valuations and solid earnings visibility. As expected, given the sharp sell-off recorded by
energy commodities during the month of November, Russian and Saudi equities strongly underperformed for the period.

As we look ahead, we reinforce our overweight allocations to value-oriented EM markets as well as a number of growth-
oriented industries (primarily out of China) whose valuations have cheapened considerably over the past several months on
the back of regulatory-risk de-rating considerations. We sustain our overweight exposure to Brazil funded via cuts in
exposure to highly valued markets that we favored throughout much of the year, especially India. In November, we
trimmed our significant underweight South Korea country exposure by cutting Russia country exposure from overweight to
modest tactical underweight, given our expectation of a pull-back in energy prices as well as South Korean corporates’
improved relative valuations following a long period of relative underperformance versus EM peers.

In the coming months, we expect an accelerated pace of economic reopening around the world to favor especially value-
oriented markets globally, including in the EM space. Our recent upgrade of markets, such as Brazil, is further reinforced by
strong revenue and earnings revisions these past several weeks along with strengthening economic momentum as those
markets’ pent-up domestic demand remains considerable, thereby affording ample earnings growth visibility in 2022.

At the asset class level, we believe EM Equities continue to be attractive over the medium term owing to what we view as
compelling valuations (Figure 2), stronger and more visible growth outlook, improving outlook for the majority of EM

currencies as well as investors’ under-allocated status to the asset class.

Figure 2. EM Equities Valuations Relative to US Equities are at Below Average Levels. (Chart: MSCI EM P/E Ratio Relative
to MSCI USA P/E Ratio)
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Disclaimers:

1. This newsletter from Glovista is for information purposes only and this document should not be construed as an offer to sell or
solicitation to buy, purchase or subscribe to any securities.

2. This document is for general information of Glovista clients. However, Glovista will not treat every recipient as client by virtue
of their receiving this report.

3. This newsletter does not constitute a personal recommendation or take into account the particular investment objectives,
financial situations, or needs of individual clients. The securities discussed in this document may not be suitable for all
investors.

4. The price and value of investments referred to in this newsletter and the income arising from them are subject to market risks.
Past performance is not a guide for future performance

5. Certain transactions including those involving futures, options, and other derivatives as well as non-investment grade
securities give rise to substantial risk and are not suitable for all investors. Please ensure that you have read and understood
the current risk disclosure documents before entering into any derivative transactions.

6. This newsletter has been prepared by Glovista based upon publicly available information and sources, believed to be reliable.
Though utmost care has been taken to ensure its accuracy, no representation or warranty, express or implied, is made that it is
accurate or complete.

7. The opinions expressed in this newsletter are subject to change without notice and Glovista is under no obligation to inform the
clients when opinions or information in this report changes.

8. This newsletter or information contained herein does not constitute or purport to constitute investment advice and should not
be reproduced, transmitted or published by the recipient. This document is for the use and consumption of the recipient only.
This newsletter or any portion thereof may not be printed, sold or circulated or distributed without the written consent of
Glovista.

9. Forward-looking statements in this newsletter are not predictions and may be subject to change without notice. Neither
Glovista nor any of its directors, employees, agents or representatives shall be liable for any damages whether direct or
indirect, incidental, special or consequential including lost revenue or lost profits that may arise from or in connection with the
use of the information included in this newsletter.

Sales and distribution services offered through Spouting Rock Distributors, a subsidiary of Spouting Rock Asset Management,
an SEC registered investment adviser.
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