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It has long been generally thought to be the case that two
of the key drivers of the relative performance of EM equities
versus developed world equities are the growth differential
between emerging economies and developed economies, and
the strength of the US dollar against other global currencies.
These relationships can be made more meaningful by excluding
China from the EM component of this model (for complicated
reasons to do with China’s closed capital account, and more
simple reasons to do with the quality of China’s GDP growth
statistics).

Supporting this, JP Morgan has published research showing
a fairly strong regression relationship between EM vs. DM
growth differentials, the move in USD/EUR and capital flows
to emerging markets (ex-China). Its research concludes:
‘robustness tests run with a diverse set of external and
domestic variables regularly show EM-DM growth differentials
and US dollar performance to be dominant drivers of capital
flows.

With this in hand, how do prospects stack up for the rest of
2019 and into 2020?

The good news is that conditions for EM ex-China look better
for the next few years than they have in recent years. During
the ‘golden years’ of 2002-12, when the MSCI Emerging
Markets index substantially outperformed the MSCI World
index, EM ex-China (GDP-weighted) had average GDP growth
of 4.6% p.a., 3.2 per cent faster than the developed world
(source: IMF, for all GDP data here). The difficult period for EM
in relative performance terms was 2013-2018, when the EM
ex-China relative GDP growth gap was only 1.2 per cent. Using
IMF forecasts from April's World Economic Outlook database,
EM ex-China should grow at 3.7% p.a. from 2020-23, 2.3 per
cent faster than the developed world. This should support EM
equity outperformance over the next few years.

Looking into what is driving this, two trends appear. The first is
the key role of a few Asian economies in driving EM ex-Chinese
GDP growth. India is the largest ex-China EM economy (2019
GDP: US$3 trillion) and is the fastest growing (2020-2024
average GDP growth forecast 7.7%), and the combination of
these two means that India is expected to represent 35% of
the total growth in EM GDP outside of China. As such, India
is a key opportunity for EM equity investors, despite not being
among the very largest markets by index weight). Smaller,
but also key, are Indonesia (US$1.1 trillion; 5.3%) and Korea
(US$1.7 trillion; 2.9%). Other markets are mostly too small

(e.g. the Philippines, Egypt) or too slow growing (e.g. Russia,
South Africa) to make a big contribution. Brazil is perhaps the
one that might also make a big contribution, although regular
followers will be aware of our concerns regarding the success
or otherwise of social security reform there.

It should be noted, also, that the IMF forecast a steady slowing
of Chinese GDP growth down to 5.6% in 2023, which will act
as a headwind to wider EM growth. Whilst that fits with our
shorter-term expectations, any successful stimulus policy in
China should lift the EM relative growth gap, improving the
outlook for equity investors.

So, a positive growth outlook, but a note of caution is the other
half of the global macro environment: the US dollar. Whilst we
are not G7 currency experts, one trend in the IMF’s forecasts
is that the US has had the largest increase in forecast 2020-
23 GDP growth of any of the developed markets, which might
point to renewed US dollar strength in the future. That would
then put focus on inflation, current account balances and
other macro-drivers of individual EM equity markets, which is
why our process also looks not just at growth, but also the
sustainability of that growth.

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

Discrete 12-month performance to:
30.04.2019 30.04.2018 30.04.2017 30.04.2016 30.04.2015

A GBP class 1.72 12.36 38.95 -16.49 27.52
Benchmark 0.16 14.81 34.67 -13.54 17.84
Relative return 1.56 -2.13 3.18 -3.41 8.22

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 at 30 April 2019.
Inception date: 30 June 2011. Note: All fund performance
is shown against the MSCI Emerging Markets Index (12pm
adjusted). Performance of other share classes may vary and is
available upon request.

Past performance is no guarantee of future performance.

The value of an investment and the income from it can fall as well as rise as a result of market and currency fluctuations and you
may not get back the amount originally invested. Investing in companies in emerging markets involves higher risk than investing
in established economies or securities markets. Emerging Markets may have less stable legal and political systems, which could
affect the safe-keeping or value of assets. The Fund’s investments include shares in small-cap companies and these tend to be
traded less frequently and in lower volumes than larger companies making them potentially less liquid and more volatile. 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. 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: Level 3, 1 St James'’s Market, London SW1Y 4AH, United Kingdom.

www.johcm.com
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