
Third QuarTer 2022 CommenTary

For the third quarter of 2022, the Thomas White International Fund Class I shares returned -10.22% while 
its benchmark, the MSCI All Country World ex US Index (net), returned -9.91%. For the trailing one-year 
period, the Fund’s Class I shares returned -30.05% against the benchmark’s -25.17%. 

 

 

International equities declined further during the third quarter as persistently high inflationary risks forced 
most central banks to accelerate monetary tightening. This led to heightened investor fears about a 
deeper global recession and sharper decline in corporate earnings. The continuing conflict between 
Ukraine and Russia as well as renewed U.S.-China tensions over Taiwan also dampened investor 
sentiment. Energy and commodity prices cooled off from their earlier highs, and provided relief to 
industrial and household consumers. Corporate earnings for the second quarter, reported during the 
review period, were mostly better than expected, despite growing cost pressures.  

FUND REVIEW

Energy remained the top performing sector on expectations of healthy earnings and cash flows as 
production cuts by major exporters could help sustain current crude oil and natural gas prices for 
the next few quarters. Materials and industrials relatively outperformed after the weakness during the 
first half of the year while the consumer staples sector remained resilient. The financials sector also 
outperformed relatively on expectations that credit losses won’t be as bad as feared. Communication 
services sector was hurt by the prospect of higher costs and weaker advertisement spending on online 
platforms. The consumer discretionary and technology sectors underperformed on renewed worries 
about weaker demand next year. 

Negative stock selection in the consumer durables, consumer staples, and technology sectors 
detracted the most from the Fund’s relative performance when compared to its benchmark during the 
review period. Stock selection was positive in the financials and materials sectors. Being overweight the 
consumer discretionary sector as well as underweight in consumer staples also detracted from relative 
performance. On the positive side, the relative underweight in technology as well as overweight in 
materials and industrials helped performance.
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AVERAGE ANNUAL RETURNS1 AS OF SEPTEMBER 30, 2022

3rd QTR YTD 1Yr 3Yrs 5Yrs 10Yrs
Since 

Inception
TWWIX -10.22% -31.53% -30.05% -3.80% -2.91% 0.83% 5.24%
MSCI AC World ex U.S. Index2 -9.91% -26.50% -25.17% -1.52% -0.81% 3.01% 4.33%

Gross Expense Ratio: 1.44%. Net Expense Ratio: 0.99%*

Represents the performance of the Class I shares after 8/31/2012 (inception of the share class) and Investor Class 
(inception 6/28/1994) for periods prior to that date.
Performance data is based upon past performance, which is no guarantee of future results. The investment return and 
principal value of an investment will fluctuate so that an investor’s shares, when redeemed, may be worth more or 
less than their original cost. Current performance may be higher or lower than the performance data quoted. Please 
call 1-800-811-0535 to obtain performance data as of the most recent month-end. The Fund imposes a 2% redemption 
fee on shares held less than 60 days. Performance data does not reflect the redemption fee. If reflected, total returns 
would be lower.
* The Advisor has entered into a fee deferral/expense reimbursement agreement through 2/28/2023.  
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Despite rising fears about a sharp drop in corporate earnings next year, we believe resilient underlying 
demand could limit the decline in margins. Most sectors are likely to see slower revenue gains and 
select industries such as technology hardware could possibly face a decline in revenue in the 
coming quarters. However, we believe that much of this decline in revenue growth and margins is 
the normalization of the exceptionally favorable post-pandemic growth environment. Assuming the 
global economic slowdown is not worse than currently forecast, we believe corporate margins and 
cash flows in several sectors could be even healthier when compared to pre-pandemic levels. As we 
have repeatedly emphasized, corporate balance sheets are in much better shape compared to past 
downturns. The relatively tight labor markets across most developed countries, and continuing fiscal 
spending, is likely to soften the deceleration in aggregate demand. 

We also believe the current low equity valuations already reflect much of the earnings risks from the 
global economic slowdown as well as persistent geopolitical risks. The Fund portfolio’s average forward 
valuations are at the lowest in several years, while the portfolio dividend yield is at its highest and above 
the U.S. 10-year treasury yield as of the end of the review period. While equity markets could remain 
volatile in the near term, we believe international equities offer very attractive opportunities for patient 
long-term investors.

Brazilian energy group Petrobras was the top contributor during the quarter on elevated oil prices and 
expectations of lower political interference in managing the company. However, we believe the risk 
of sustained political meddling offsets the relatively attractive valuations and dividend payouts, and 
the stock was sold at the end of the quarter. India-based ICICI Bank gained as reasonably healthy 
economic trends in its home market should support earnings expansion and limit credit losses. Japanese 
online group Recruit Holdings and U.K.-based equipment leasing company Ashtead relatively 
outperformed after lagging in the first half. LG Chem, one of the leading petrochemicals groups in Asia 
and the controlling shareholder of battery maker LG Energy, also outperformed on healthier demand 
outlook. 

JBS, the world’s largest meatpacker, was hurt by concerns about weaker consumer demand in 
the coming year. Nevertheless, we expect the company’s large scale of operations and wider 
geographical presence to minimize the pressure on margins. JBS’s valuations are inexpensive 
compared to historic averages and the stock offers an attractive dividend yield. Chinese ecommerce 
company Alibaba was hurt by the country’s continuing pandemic restrictions which is delaying 
consumer demand recovery. Weaker Chinese demand for materials also hurt shipping group Star 
Bulk, which was one of the strong performers during the first half. Chinese auto and electric battery 
manufacturer BYD was negatively affected by speculation about stock sales by a large shareholder, 
though the company continues to see strong market share gains and earnings growth. Taiwan 
Semiconductor remained subdued as demand trends in select segments such as personal computing 
and mobile phones showed signs of softening.
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TOP AND BOTTOM PERFORMING STOCKS                                     
DURING Q3 2022

Top Performers
Average    
Weight %

Total            
Return %

Contribution to 
Return %

Petroleo Brasileiro 1.28 +39.94 0.40

ICICI Bank 1.62 +18.54 0.29

Recruit Holdings 0.63 -2.64 0.22

Ashtead Group 1.15 +10.45 0.17

LG Chem 0.55 -5.91 0.12

Bottom Performers
Average   
Weight %

Total           
Return %

Contribution to 
Return %

JBS 1.98 -23.28 -0.54

Alibaba Group Holding 1.55 -29.64 -0.50

BYD Company 1.12 -38.11 -0.48

Star Bulk Carriers 1.68 -25.30 -0.47

Taiwan Semiconductor 3.36 -15.71 -0.47

TOP TEN HOLDINGS 

Company Weight
Deutsche Telekom AG 3.1%

Nestle S.A. 2.7%

Taiwan Semiconductor ADR 2.4%

JBS S.A. 2.3%

Diageo plc 2.3%

Hitachi,Ltd. 2.2%

Vale S.A. 2.2%

AstraZeneca plc 2.1%

LVMH Moet Hennessy LV SE 2.1%

Roche Holding Ltd 2.1%

Total Number of Holdings: 81
Top 10 Holdings Weight: 23.5%
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Purchases during the quarter included European water and waste management utility Veolia and 
Japanese energy group Inpex that are expected to see stable earnings over the medium term. 
Brazilian bank Bradesco, another addition, should benefit from the improving domestic economic 
outlook. European automaker Stellantis was purchased as valuations have become very inexpensive 
and the company is fast-tracking the transition to electric vehicles. 

Japanese auto maker Toyota was sold as its strategy of a slower transition to electric vehicles could 
place the company at a competitive disadvantage in future. European energy group OMV was sold 
as restricted supplies and continuing geopolitical tensions could limit the earnings recovery. Kulicke & 
Soffa, a manufacturer of equipment for the semiconductor industry, was also sold as softer demand for 
chips could limit order flows in the near term.

OUTLOOK

Inflation is most likely to remain the major driver of investor sentiment and equity market direction for 
the next several quarters. With most developed market central banks promising to maintain tighter 
monetary policy until inflation dips closer to their targets, investors are now worried about the risk of a 
deeper global economic downturn. If economic activity decelerates sharply and remains subdued 
for an extended period, corporate earnings outlook could deteriorate as well. At the same time, as 
financial conditions have tightened considerably and also because of the high base effect, inflation is 
likely to cool across most major economies in the coming months. However, having made the mistake 
of not reacting fast enough to rising consumer prices last year, central banks are less likely to ease off 
until there is meaningful decline in inflation risks.  

On the positive side, households appear to be in much better financial health compared to previous 
downturns and labor markets are expected to remain reasonably healthy. This is likely to provide 
reasonable support to consumer spending, and possibly help the global economy avoid a sharper 
decline in economic activity. In addition, corporate balance sheets are in better shape and systemic 
risks are considered relatively low when compared to earlier economic downturns. As such, we expect 
corporate earnings and cash flows to be more resilient than currently feared.   

While geopolitical risks can change sharply and unexpectedly, it is possible that we could see some 
de-escalation in the two major conflicts by next year. It is becoming increasingly clear that Russia 
cannot prolong its conventional war indefinitely and the damage to its economy from the war could 
encourage negotiations towards an eventual peace deal. Similarly, the continuing economic growth 
deceleration in China is likely to limit the country’s ability to escalate tensions over Taiwan, despite 
persistent rhetoric. Though the country has been speeding up efforts to boost domestic consumption, 
China is still very dependent on export demand to drive economic growth and maintain stability in its 
labor markets. Recent moves to limit China’s access to advanced technologies could further increase 
economic risks and possibly encourage the country’s government to accept a more conciliatory 
approach and not to escalate tensions further.

Mutual fund investing involves risk. Principal loss is possible. Investing in international markets may 
involve additional risks, such as social and political instability, market illiquidity, exchange-rate 
fluctuations, a high level of volatility and limited regulation. These risks are greater for emerging 
markets. Investments in small and mid cap companies involve additional risks such as limited liquidity 
and greater volatility.

Earnings growth is not representative of the fund’s future performance.
You should consider the investment objectives, risks, charges and expenses of the Fund carefully before investing. 
For a statutory or summary prospectus containing this and other information, please call 1-800-811-0535 or visit www.
thomaswhitefunds.com. Read it carefully before investing.
Opinions expressed are those of the Thomas White Funds and are subject to change, are not intended to be a forecast 
of future events, a guarantee of future results, nor investment advice.
Fund holdings are subject to change at any time and are not recommendations to buy or sell any security.
Cash Flow is the incomings and outgoings of cash, representing the operating activities of an organization.
Dividend Yield is the ratio of a company’s annual dividend compared to its share price.
1Total return includes reinvestment of dividends and capital gains and reflects fee waivers/reimbursements, in the 
absence of which total returns would have been lower.
2The MSCI All Country World ex U.S. Index is a free float-adjusted market capitalization-weighted index that is designed 
to measure the equity market performance of both developed and emerging markets. The index is unmanaged and 
returns assume the reinvestment of dividends. It is not possible to invest directly in an index.
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