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“US consumer staples plunge as bond yields rise”

Financial Times, 24 May 2018

We wrote last month about the negative effect of rising US bond
yields on some emerging economies (and their currencies). The
sharp sell-offs in Argentina and Turkey in May support our views,
but there are also some key sector effects in this environment.

So far 2018 has seen ample evidence of a strong global growth
environment, but with gently building inflationary pressures
putting upward pressure on bond yields. From a starting level of
2.4%, US 10-year Treasury yields reached 3.1% in mid-May. The
increase in risk-free bond yields puts pressure on other income-
generating assets around the world, including emerging market
bonds, but also including low-beta, dividend-paying stocks, the
so-called ‘bond proxies’. These stocks, principally in the consumer
staples, telecom and utilities sectors, have generally performed
well in recent years, but now face a less favourable environment.

This has been the case in emerging markets year-to-date. With
the MSCI Emerging Markets price index down 1.0%, MSCI EM
indices for consumer staples, telecoms and utilities are down
3.2%, down 9.8% and up 1.5% respectively. The portfolio is
significantly overweight consumer staples (in India, Mexico and
Russia, which provide exposure to domestic demand; in South
Korea, China and Brazil as more defensive positions), and broadly
neutrally-weighted in telecoms and utilities.

The consumer staples position has been a negative contributor
to the portfolio’s performance year-to-date, but within the sector
there has been a broad range of returns. The investments with
exposure to China included Tingyi (noodles) and South Korea’s LG
Household & Health (cosmetics), which have both performed well
after a strong 2017, and also Hengan International (infant care),
which has lagged year-to-date, also after a strong 2017. We see
continued strong growth in the Chinese consumer sector in 2018,
despite monetary tightening, with companies with strong brands
able to push through earnings-enhancing average-selling price
increases in 2018. Also generating positive performance despite
a weak country performance has been retailer Walmart de Mexico
(Walmex).

India’s ITC (tobacco) and Russia’s Lenta (retail) are about flat year-
to-date. Both countries are seeing a pick-up in economic growth,
but the higher oil price is a tailwind for the Russian consumer
and a headwind for the Indian consumer. Tax increases have also
been a drag on ITC's operational performance. Also in Russia,

retailer Magnit has been weak this year, as investors wait to see
the effects in a change of corporate leadership.

The bulk of our underperformance in consumer staples has come
from Brazilian food producer BRF, which has underperformed
even a generally weak Brazilian equity market. It has struggled
to maintain margins despite lower input prices and the weakness
in the Brazilian real. As at Magnit, there has been a change in
management, the effects of which are yet to be seen.

Nonetheless, the positive contribution of telecoms and utilities has
more than offset the drag on performance from consumer staples.
In each case we have a single Chinese holding. China Mobile
reported impressive 2017 results but declined slightly, in line with
the MSCI EM Telecoms index, but our utility investment, ENN
Energy, performed very strongly (+46.3% in US dollar terms), on
continued strong demand for natural gas in Chinese urban areas.

Overall, the portfolio has seen a positive contribution from its
investments in bond proxies. Whilst some of this came from good
top-down calls, it was principally through stock selection. Our
process remains assertively top-down, but stock selection also
remains a key part of the process, as can be seen in this case.

JOHCM Global Emerging Markets Opportunities Fund
5 year discrete performance (%)

Discrete 12 month performance to
31.05.2018 31.05.2017 31.05.2016 31.05.2015 31.05.2014
A GBP Class 8.33 47.35 -16.02 17.36 L CE)

Past performance is no guarantee of future performance.

Source: JOHCM/MSCI Barra/Bloomberg, NAV of Share Class A
in GBP, net income reinvested, net of fees, as 31 March 2018.
Inception date: 16 June 2008. Note: All fund performance is shown
against the MSCI Emerging Markets (12pm adjusted). Performance
of other share classes may vary and is available upon request.

Data sourced from JOHCM/Bloomberg unless otherwise specified. Past performance is no guarantee of future performance. The value of
investments and the income from them may go down as well as up and you may not get back your original investment. Investors should
note that this Fund invests in emerging markets and such investments may carry risks with failed or delayed settlement and with registration
and custody of securities. Companies in emerging markets may not be subject to accounting, auditing and financial reporting standards or
be subject to the same level of government supervision and regulation as in more developed markets. The information contained herein
including any expression of opinion is for information purposes only and is given on the understanding that it is not a recommendation.
Government involvement in the economy may affect the value of investments and the risk of political instability may be high. The reliability of
trading and settlement systems in some emerging markets may not be equal to that available in more developed markets which may result
in problems in realising investments. Lack of liquidity and efficiency in certain of the stock markets or foreign exchange markets in certain
emerging markets may mean that from time to time the Investment Manager may experience difficulty in purchasing or selling holdings
of securities. Furthermore, due to local postal and banking systems, no guarantee can be given that all entitlements attaching to quoted
and over-the-counter traded securities acquired by this Fund, including those related to dividends, can be realised. Issued and approved
in the UK by J O Hambro Capital Management Limited, which is authorised and regulated by the Financial Conduct Authority. JOHCM® is
a registered trademark of J O Hambro Capital Management Ltd. J O Hambro® is a registered trademark of Barnham Broom Holdings Ltd.
Registered in England and Wales under No: 2176004. Registered address: Ground Floor, Ryder Court, 14 Ryder Street, London SW1Y 6QB.

www.johcm.com
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