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Compared to more established economies, the value of investments in emerging markets may be 

subject to greater volatility owing to differences in generally accepted accounting principles or from 

economic or political instability or less developed market practices. A fall in global emerging markets 

may have a significant impact on the value of the strategy because it primarily invests in these 

markets. 

This document is for professional investors only. Please read the important disclosures at 

the end of this transcript. 

Transcription 

Performance commentary 

So the third quarter of 2018 has been a challenging quarter for our strategy; we’re obviously 

investing with a five-year investment horizon, but we’re not immune to the shorter-term cycles in 

the market. We’ve had a situation where there’s been a tilt out of emerging markets and we’ve had 

quite a strong oil price at the same time. A lot of fear about US rate rises – quite rightly – we fully 

expecting them to continue to rise, at least for the near term, and in that kind of context, we’ve 

seen a sell down, particularly for growth companies, and particularly in India, so I’ll come onto that 

in a moment.  

 

The growth company reasoning is when the US rate rise moves up, that increases the cost of capital, 

and so that leads to the discounting of future cash flows at a higher discount rate. We still much 

prefer growth companies over the longer term. That’s the way the strategy is tilted, we see little 

reason to change that, we think there is huge value on offer, particularly in Chinese and Indian 

growth companies, and that’s not shaken, but in the meantime they have been derated by the 

market so we’d highlight that lots of stocks seem to be on sale at the moment but it’s impacted our 

short-term performance. We’ve seen a rotation out of Indian stocks, a derating of Indian 

companies; we still like them for the long term but we understand why there’s been this shake-out 

in the shorter-run market action. Specifics of the companies that we’re invested in, particularly 

around the internet companies in China which derated, the Indian consumer stocks – they remain 

large parts of our portfolio and we see little reason to change that.  

 

One other point to mention is, if you look at our year-to-date performance, we had a stock-specific 

issue in the first quarter of this year, this is a stock that performed very well for us in 2017, we took 

a lot of profits out of it, but on the year-to-date metrics, it’s been a big challenge, so approaching 

5% negative contribution – and it’s worth bearing in mind when you look at the year to date we 

have had that factor. The stock in total from our first purchase has probably been about a 1% drag, 

even though the year to date is at -5% because we had a lot of profit in it last year, so just 

something worth considering.  

 

Activity review 

During the quarter, we added two new stocks, so we added Clicks Group, which is a South African 



 
 

 

retailer – it’s very much like Boots in the UK, a pharmaceutical and general health-care chain. We’ve 

also added Apollo, which is a hospital chain in India – a company we’ve held in the past in the 

strategy and we’ve re-added it. Basically what we’ve seen there is the addition of new hospitals is 

starting to mature, we’re starting to see those move into a much more profitable phase, and the 

extent of capex is dropping off at the same time, so a lot more cash generation, still good growth 

ahead, and previous tougher regulation seems to be easing off as well, so we’re getting into a more, 

kind of, harvesting stage for that business and remain very happy about the long-term thematic 

support there.  

 

In terms of financing those positions, we reduced our position in Indiabulls early in the quarter. 

Indiabulls is a housing finance company in India and had been a very strong performer for us so we 

significantly reduced the position, and what we’ve seen later in the quarter is actually the stock’s 

weakened off and again we’ve been slightly topping it up, but only very slightly so far.  

 

The sell-off in particular of growth companies, particularly in China, gave us an opportunity to add 

to positions, so we added to Tencent, which is the Chinese social network, and is the absolute 

infrastructure of society, now it’s become very, very important to broader Chinese growth, it’s a 

company we’ve held for many years but we had a very significant derating recently which we think 

is excessive, so it gives us the opportunity to gradually add to that position. And 51job, which is a 

recruitment company in China, particularly with an online presence, again structural growth 

company, heavily out of favour because of the China trade fears, and it gave us an opportunity to 

add to that position.  

 

Investment strategy and outlook 

So in the context of what’s been quite a lively quarter for emerging markets, quite a challenging 

one, I think it helps to sit back and think what we’re trying to achieve with the strategy. We’re trying 

to patch in to some of the best growth opportunities in emerging markets over the next five-plus 

years; in the short-term environment we’ve seen US rate rises, we’ve seen the oil price being very 

robust, and that’s led to a sell-down, particularly of growth companies which have been de-rated; 

the market’s less prepared to pay for future growth. We see huge value in that opportunity, in 

companies where we have very strong conviction in their ability to compound returns over time, 

but we understand why they go out of favour in that kind of situation, so the market shifts short 

duration, it’s not prepared to pay for future growth.  

 

In that kind of situation we tend to get a great opportunity to buy companies we really like for the 

future, and where we see those have been Chinese internet companies [which] have been heavily 

derated, education companies, health-care companies, and this is a quite indiscriminate selling in 

many situations. So, for example, we have a health-care company, which has been sold down purely 

by association with other parts of the sector which are troubled, even though its business is not 

troubled. We have Indian consumer stocks that have been hit quite hard really based on the back of 

a higher oil price, but we have very little conviction in the oil price staying high; we certainly don’t 

have conviction in wanting to go and buy an oil company with a five-year horizon, but it’s given us 

opportunities to add to favoured positions, where we have high conviction in their ability to grow in 

the coming years.  

 

The US trade rhetoric has obviously been negative in terms of China sentiment in particular. That 

said, the market reaction has been quite extreme, so we’ve seen quite a lot of these Chinese 



 
 

 

companies derating 30-40% plus, and in that context valuations are compelling in many instances.  

 

The noise around Turkey and Argentina impacts the portfolio very little, and so the Turkey situation 

we identified several years ago, we’ve been avoiding; Argentina, we think, is more interesting for 

the long term and we have very small exposure through a bank but we knew it would be a very 

bumpy ride, so this is something where we will be very patient before considering adding.  

 

I think if you step back and think about the long-term growth drivers in emerging markets, we still 

have very strong areas of potential income growth, we have excellent demographics in the likes of 

India, we have lower credit penetration than we have in the West; the cost of money moves up a bit 

with US rates and we do have question marks over how far those can rise before squeezing off 

activity more generally – the US included – so I think there will probably be a self-correcting 

element to that, but fully expect US rates to keep on rising a little bit in the near term. Do we see 

that as an impediment to growth? Well, yes, we do see a bit of a slowdown in certain areas, but we 

see that being very substantially recognised in valuations, and we tend to be invested in companies 

which are likely to grow irrespective of those situations as opposed to being dependent on a short-

term cycle. 

This video was filmed on 11 October 2018. 

 

Past performance is not a guide to future performance. Your capital may be at risk. The value of 

investments and the income from them can fall as well as rise and investors may not get back the 

original amount invested. You should read the Prospectus and the Key Investor Information 

Document (KIID) for each fund in which you want to invest. The Prospectus and KIID can be found 

at www.bnymellonim.com.  

Key investment risks 

• Objective/performance risk: There is no guarantee that the Fund will achieve its objectives.  

• Currency risk: This Fund invests in international markets which means it is exposed to changes in 

currency rates which could affect the value of the Fund.  

• Derivatives risk: Derivatives are highly sensitive to changes in the value of the asset from which 

their value is derived. A small movement in the value of the underlying asset can cause a large 

movement in the value of the derivative. This can increase the sizes of losses and gains, causing 

the value of your investment to fluctuate. When using derivatives, the Fund can lose significantly 

more than the amount it has invested in derivatives.  

• Emerging markets risk: Emerging markets have additional risks due to less-developed market 

practices.  

• Counterparty risk: The insolvency of any institutions providing services such as custody of assets 

or acting as a counterparty to derivatives or other contractual arrangements, may expose the 

Fund to financial loss.  
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Sept 15 – 
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Sept 14 – 

Sept 15 

% 

Sept 13 – 

Sept 14 

% 

Newton Global 

Emerging Markets 

Fund 

-5.41 18.64 42.98 -10.91 14.40 

MSCI Emerging 

Markets (NDR) 
2.05 18.57 35.82 -13.30 4.55 

Performance is stated gross of management fees. The impact of management fees can be material. 

A fee schedule providing further detail is available on request. The MSCI Emerging Markets Index 

(NDR) is used as a comparative index for this Fund. The Fund does not aim to replicate either the 

composition or the performance of the comparative index. 

Source: Newton, close of business prices, total return, income reinvested, gross of fees, in GBP, 30 September 2018. 

Important information 

This is a financial promotion. This document is for professional investors only. These opinions should 

not be construed as investment or any other advice and are subject to change. This document is for 

information purposes only. Portfolio holdings and positioning are subject to change at any time 

without notice and should not be construed as investment recommendations. Any reference to a 

specific security, country or sector should not be construed as a recommendation to buy or sell 

investments in those countries or sectors. In the UK, this document is issued by Newton Investment 

Management Limited, The Bank of New York Mellon Centre, 160 Queen Victoria Street, London, 

EC4V 4LA. Registered in England No. 01371973. Newton Investment Management is authorised and 

regulated by the Financial Conduct Authority. 


