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Much of the commentary around the impact of the coronavirus on economies around the world has emphasised the

unprecedented nature of the crisis. The outcome, though, is in some senses not new to emerging markets. Sudden, brutal

hard stops in domestic consumption and activity, accompanied by capital flight and spectacular correlated sell-offs in equities

and currencies, have been a sporadic feature of the asset class since at least the Latin American debt crisis of the early 1980s.

That pattern allows us to look for signs as to which economies (and, potentially, markets) we view are in the best positions to

recover. There are particular indicators that, in our experience, show an economy at least has the foundations of a recovery in

place, although history suggests it is usually worth looking for positive momentum in economic indicators and corporate

results/expectations as well. Looking at these indicators, two markets stand out as particularly interesting right now: India and

South Africa.

The signs of a hard landing in the economy are obvious: GDP, PMIs, industrial production, retail sales, imports, investment and

corporate profits all fall sharply, whether the shock is country-specific, regional or global. Clearly, this has happened in both

India and South Africa. India’s composite PMI bottomed out at 7.2 in April, while year-on-year GDP in the quarter to June was

-23.9% and -7.5% in the quarter to September. In South Africa, the main PMI index had a lowest reading of 30.3 in April, while

year-on-year GDP in the quarter to June was -17.1%. These numbers represent huge output gaps of economies operating

below capacity.

For recovery to happen, though, there has to be a source of demand. One of these is the stimulative effect of weaker real

effective exchange rates. Weaker currencies both stimulate exports (and import substitution), and can also attract capital

inflows (a sufficient time after the sell-off –memories are short in the carry trade). As a result, one key metric for us is change

in trade balances and current account balances: several important historical recoveries in economies and markets have

followed big upward moves in external balances. Looking at the two markets in focus, we see India’s trade deficit averaging

US$172bn/month through 2018 and 2019, but sharply recovering through 2020, with the last two prints showing a monthly

deficit of less than US$95bn. Similarly, India’s current account balance was in surplus in the June quarter for the first time

since 2004. Both balances have also moved strongly towards the positive in South Africa as well, with the trade balance the

strongest it has been since the end of apartheid and liberalisation, and the current account balance the strongest it has been

in nine years.

These moves are very positive, but are also seen in several other emerging markets. It is a different metric that makes India

and South Africa stand out: bank deposits. Both countries have seen a huge build up of domestic bank deposits during the

crisis, significantly increasing the potential for domestic demand recoveries when confidence returns.

In the year to September 2020, credit in India grew by only 5.8%, but aggregate deposits were 11.0% higher. The central bank

noted that ‘the increase was witnessed across all population groups’; meanwhile the credit/deposit ratio declined to 72.0%.

The huge growth in incremental deposits was coincidental with an undershoot of both consumer spending and private sector

investment. With the central bank’s reverse repo rate sitting well below the banking system’s average cost of funds, there is

very real economic pressure on banks to grow credit as soon as demand returns.

South Africa has also seen a sharp move higher in bank deposits. Year to date, to September, public sector deposits were up

ZAR95.3bn* (US$6.3bn), private sector corporate deposits up by ZAR109.0bn (US$7.2bn) and household deposits up by

ZAR97.1bn (US$6.4bn). With interest rates having fallen sharply, there is also huge potential for a drawdown of South African

bank deposits to drive investment and consumption.
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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.

Past performance is no guarantee of future results.

RISK CONSIDERATIONS:

Investors should note that investments in foreign securities involve additional risks due to currency fluctuations, economic and political conditions, and
differences in financial reporting standards. Smaller company stocks are more volatile and less liquid than larger, more established company securities.
The small and mid-cap companies the Fund may invest in 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. Fixed income securities will increase or decrease in value
based on changes in interest rates. If rates increase, the value of the Fund’s fixed income securities generally declines. Other risks may include and not
limited to hedging strategies, derivatives and commodities.

The views expressed are those of the portfolio manager as of December 2020, 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.

Excess saving has been a global problem since at least 2009, and there is only so much that conventional monetary policy

can do in an absence of demand and Keynesian ‘animal spirits’; it may partly fall to government spending to convert

private sector savings into end demand. However, with improving coronavirus case data in both countries, with a vaccine

potentially to be deployed soon, and with other parts of the global economy picking up, we are excited about the

potential for the domestic demand cycle in both countries, and have been adding to domestically-focused stocks, notably

banks, in both markets.
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