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James Syme, JOHCM Emerging Markets Opportunities Fund

“The [IMF] also notes that current-account imbalances are increasingly becoming concentrated
among rich nations, as surpluses shrink in China and among crude exporters.”

Bloomberg, July 24, 2018

Followers of our process and portfolio will be aware
of the respect we have for the IMF’s annual External
Sector Report, which focuses on IMF staff
assessments of valuations of major exchange rates.
This month saw the release of the 2018 report,
which is generally positive about EMDEs (Emerging
Markets and Developing Economies), identifying the
major and riskiest imbalances as being the various
large external surpluses (Germany, Japan, the
Netherlands) and deficits (UK, US) in the developed
world.

However, the report does also identify undervalued
emerging market currencies. The report is focused
on the end of 2017, but it is possible to adjust those
valuations by year-to-date moves to arrive at current
estimates of currency valuation. More interestingly,
these can be combined with equity market
valuations to identify areas of the emerging market
universe that are cheap overall. Obviously our full
country process considers many other top-down
factors, including business and credit cycles,
monetary policy, politics and governance, but this
may point to areas of opportunity.

First up is Brazil, where the IMF assessed the real as
2% undervalued at the end of 2017, and
subsequent  weakness suggests a current
undervaluation of 3.5%, while the equity market is
cheap at 10.5x forward earnings. The IMF's view is
that, in Brazil, ‘lower-than-desirable credit, amid
weak investment, pushed up current account
balances, masking underlying competitiveness
problems that pushed the current account in the
opposite direction.” This fits with our view, and must
be taken in the context of a fiscal problem that may,
or may not, be addressed at the forthcoming
October 2018 election (which we see as an
absolutely key driver of Brazilian markets). Indeed,
the IMF report notes that ‘fiscal consolidation [in
Brazil] should be met with reforms to boost
investment.” We remain cautious on Brazil but are
monitoring developments around the election.

Next up is Korea. With its large external surplus,
Korea has a very different profile to most emerging

markets. There are a number of drivers of
Korea's undervalued currency (4.5% as at end
2017; 4.7% at present) and persistent current
account surplus identified in the report.
Overall, the IMF report sees Korea as having a
higher-than-desired current account surplus,
with the remedies involving a stronger
currency and looser fiscal policy. We believe
that the policies of the more left-wing Moon
administration will achieve both of these aims,
resulting in stronger domestic demand growth
and an upward lift to returns from a stronger
currency. Meanwhile, Korean equities are
priced at just 7.7x forward earnings. Korea is
one of our favourite markets.

Finally, we have the complicated case of
Turkey. After several years of being assessed
as overvalued, the IMF 2018 External Sector
report sees the lira as about fairly valued as at
end-2017, which means it is substantially
undervalued after the fall in the exchange rate
year-to-date. We estimate the lira to be 9.0%
undervalued as at end-June 2018 and 14.2%
undervalued as at 6 August 2018. Meanwhile,
Turkish equities are priced at 5.8x forward
earnings. The IMF sees Turkey as needing to
‘adopt a credible policy package involving
growth-friendly fiscal consolidation’ as well as
reining in easy credit, and there is no doubt
that the implementation of orthodox policies in
Turkey would produce a very powerful rally in
Turkish assets. However, we can see no sign
that policymakers are considering such steps,
and remain negative on Turkey.

We believe that both currencies and equity
valuations are critical components of assessing
the investment opportunity in emerging
markets but, as can be seen in these three
cases, one can ignore neither the political and
policy environment, nor the credit and demand
cycles, in emerging markets.

Source: IMF 2018 External Sector Report
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https://www.imf.org/en/Publications/ESR/Issues/2018/07/19/2018-external-sector-report

An investor should consider the Fund’s investment objectives, risks, and charges and expenses
carefully before investing or sending any money. This and other important information about the Fund
can be found in the Fund’s prospectus or summary prospectus, which can be obtained at
www.johcm.com or by calling 866-260-9549 or 312-557-5913. Please read the prospectus or summary
prospectus carefully before investing. The JOHCM Funds are advised by J O Hambro Capital
Management Limited and distributed through FINRA member Foreside Financial Services, LLC. The
JOHCM Funds are not FDIC-insured, may lose value, and have no bank guarantee.

RISK CONSIDERATIONS: The Fund invests in international and emerging markets. International investments
involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic
and political systems, and higher transaction costs. These risks typically are greater in emerging markets. Such
risks include new and rapidly changing political and economic structures, which may cause instability;
underdeveloped securities markets; and higher likelihood of high levels of inflation, deflation or currency
devaluations. Emerging markets involve heightened risks related to the same factors, in addition to those
associated with their relatively small size and lesser liquidity

The small- and mid-cap companies in which the Fund may invest may be more vulnerable to adverse business
or economic events than larger companies and may be more volatile; the price movements of the Fund's
shares may reflect that volatility.

The views expressed are those of the portfolio manager as of August 2018, are subject to change, and may
differ from the views of other portfolio managers or the firm as a whole. These opinions are not intended to be
a forecast of future events, a guarantee of future results, or investment advice.

Data sourced from JOHCM/Bloomberg unless otherwise specified.
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