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Commentary Fund Details

The Fund declined 1.6% in October, reflecting losses in stock longs combined with
mixed performance in index hedges. The month saw US CPI data that revealed little
evidence that inflation was abating and in early November the Fed raised rates by
75bp for a fourth successive occasion. Meanwhile, Xi Jinping emerged from the
Communist Party Congress with a third term confirmed (and, with no obvious
successor groomed, a fourth term highly likely) plus a Politburo Standing
Committee packed with close allies. Lula da Silva has also secured a third term,
regaining the Brazilian presidency following a tight run-off against Jair Bolsanaro,
who appears to have accepted the result.

Chinese and Chinese-related equity longs primarily accounted for the month’s
drawdown, with share prices particularly weak in the days immediately after the
Party Congress. Yet, apart from the theatre of former President Hu Jintao being
escorted from the closing ceremony, there was little surprise in the content and
outcome of the Congress. It was Xi Jinping’s speech to the previous Congress, five
years ago, that saw something of a new course charted out for China under the
somewhat nebulous concept of ‘national greatness’. The subsequent regulatory
overhaul of the internet sector, tighter real estate policies and financial sector
regulation, the clampdown on private education and the emphasis on home-grown
technology and national security were all consistent with that shift in tone. We see
this year’s speech as more a message of continuity, albeit with heightened
emphasis on the need to secure key resources and enhance domestic technological
capabilities. That the market reaction to the Party Congress was so negative
suggests that some investors were disappointed that Xi dropped no hints that the
zero Covid policy might be relaxed. As it happens, early November has seen a re-
emergence of such speculation, and Chinese markets have retraced the earlier
plunge. Our own view, however, is that low vaccination rates amongst the elderly
and a lack of adequate home-grown vaccines means such speculation continues to
be premature.

Losses were broadly based across our Chinese holdings. China Mengniu Dairy
accounted for a 0.5% NAV decline. 1H results had revealed a clear Covid headwind,
yet management had retained full year guidance. That would imply a notable
improvement in 2H sales momentum and profitability. Judging from subsequent
share price action, the market remains highly sceptical of such an outlook and weak
quarterly numbers from industry peer Yili haven’t helped. Even assuming that
management guidance is too optimistic we still think the shares have discounted a
lot of downside risk.

Tencent also deducted 0.5% from NAV. We think the shares have now become
quite attractively valued – on just 8x core 2023 earnings once you strip out the
investment portfolio - and management appears to agree. It remains, of course,
something of a barometer of sentiment towards Chinese politics. And revenues
have been adversely impacted by the macro slowdown. But the company believe
they can reverse the earnings pressure of recent quarters though a combination of
cost efficiencies and monetizing short-form video. Q3 results in November will show
if they are starting to deliver.

Pan-Asian life insurer AIA similarly deducted 0.5% from NAV. The shares were
particularly weak in the knee-jerk aftermath of the Party Congress and paid little
heed to generally reassuring Q3 results released during the month. Value of new
business for the group as a whole was up 7% in constant currency terms. ASEAN
markets were pretty strong and the HK business was supported by increased sales
to mainland visitors in Macau, but China itself also managed to post positive
growth.
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Objective

The Fund’s main objective is to seek to achieve and preserve above average long-term real capital returns. The portfolio manager, Ed Butchart, aims

to realise this objective through a policy of investing primarily in a diversified portfolio of securities which meet their definition of emerging market

securities and in their derivative instruments, whilst managing overall foreign exchange exposure. Typically, the Fund will hold 25 - 40 equity long

positions. The Fund is actively managed and not managed by reference to a benchmark.
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Losses in Chinese long ideas were partly offset by a short in H
shares, which generated a 0.9% gain in October. However, our
Chinese exposures had not been fully hedged so China and Hong
Kong combined detracted a net 1.2% from NAV. Index hedges in
other markets also proved less helpful, with futures shorts in India
and Poland costing money. There was, however, a small 0.2% NAV
gain from various FX hedges versus the dollar.

A notable positive contribution to performance came from our
Mexican equity longs. Coke bottler Arca Continental, Banorte and
Walmex each a 0.2% NAV uplift. Arca reported consensus-beating
Q3 results during the month, with both revenues and EBITDA up
16% YoY. Cost pressure has been on the rise, but crucially the
company is managing to pass this on to customers, and price/mix
effects accounted for three quarters of the revenue growth. Banorte
officially dropped out of the running to acquire Citi’s Banamex asset.
Whilst it is disappointing to see it miss the opportunity for a
potentially transformative acquisition, the market was clearly
concerned about the danger of overpaying. Meanwhile, Banorte’s
own business momentum remains strong, with Q3 results
highlighting strong consumer lending momentum allied to improving
profitability. Walmex Q3 results came more in line with consensus

expectations but showed strong same store sales growth in the
company’s more value-oriented formats.

EM equities ended October pretty much at YTD lows and looking very
oversold, with the month’s Sentix sentiment survey showing another
very weak reading. The forward P/E is down to 10.5x, despite
earnings forecasts having been marked down significantly this year.
That undoubtedly creates the scope for short squeezes. However,
none of the three tripwires we highlighted in our early October
conference call – US inflation cresting, global growth bottoming,
Chinese vaccination picking up – has been triggered yet. Such a
backdrop encourages us to continue to remain significantly less than
fully invested on the long side. However, we have been scaling back
our shorter-term hedging activity and have even bought some out of
the money call options that would benefit if early November’s bounce
should gain momentum.
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Commentary Continued

Performance*

*Fund performance is net return of USD SI Class. Return figures are since inception on 18th April 2017. All figures as at 28th October 2022. Past performance is not necessarily

a guide to future performance. The value of investments and the income from them may fall as well as rise and you may not get back the amount of your original investment.

**April 2017 performance is part-month only, starting with the inception of the fund on 18th April 2017.

Source: Kepler Partners LLP     

JAN FEB MAR APR MAY JUN JUL AUG SEP OCT NOV DEC YTD

2022 -2.4 0.4 -1.4 -6.5 -0.0 -5.0 -0.4 -1.1 0.9 -1.6 -16.1%

2021 0.7 2.1 -2.4 0.9 0.4 0.4 -3.7 7.0 -3.5 2.0 -6.0 0.7 -2.0%

2020 0.0 -6.3 -6.9 4.1 2.8 6.2 5.1 6.6 -3.4 2.6 9.6 7.0 28.8%

2019 5.4 1.5 3.0 0.2 -4.5 3.8 0.7 -0.6 -0.8 1.6 -1.4 8.5 18.1%

2018 7.1 -2.7 -0.5 -0.5 1.4 -1.4 -0.4 -4.3 -6.5 -5.1 1.2 -5.4 -16.5%

2017 3.5** 3.9 2.1 4.3 1.0 0.3 3.3 1.5 5.1 27.9%

Top Ten Long Equity Positions

COMPANY WEIGHT (%) COUNTRY SECTOR

HDFC Bank 5.3% India Consumer Staples

Proya Cosmetics 3.0% China Information Technology

AIA Group 3.0% Hong Kong Industrials

PVR 3.0% India Real Estate

Bank Central Asia 2.9% Indonesia Financials

Dino Polska 2.8% Poland Communication Services

Wal Mart de Mexico 2.8% Mexico Financials

Sendas Distribuidora 2.6% Brazil Consumer Staples

Telekomunikasi Indonesia 2.5% Indonesia Financials

Bharti Airtel 2.3% India Consumer Staples

Total 30.2%

Source: Kepler Partners LLP     
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COUNTRY EQUITY LONG

EQUITY SHORT

(%)

EQUITY 

INDEX (%)

NET 

EXPOSURE (%)

GROSS 

EXPOSURE (%)

DELTA ADJUSTED 

NET EXPOSURE(%)

Poland 2.8 -3.5 -0.6 6.3 -0.6

Qatar 2.1 2.1 2.1 2.1

Saudi Arabia 1.2 1.2 1.2 1.2

South Africa 2.6 2.6 2.6 2.6

UAE 1.0 1.0 1.0 1.0

Total EMEA 9.7 0.0 -3.5 6.2 13.2 6.2

China 8.1 8.1 8.1 8.1

India 10.5 -7.2 3.3 17.8 3.3

Indonesia 5.4 5.4 5.4 5.4

Total Emerging Asia 24.1 0.0 -7.2 16.9 31.4 16.9

Hong Kong 3.0 -6.5 -3.6 9.5 -3.6

South Korea 2.1 2.1 2.1 10.2

Taiwan 2.9 -1.3 1.6 4.2 2.8

Total Developed Asia 8.0 -1.3 -6.5 0.2 15.8 9.4

Argentina 3.9 3.9 3.9 3.9

Brazil 3.1 3.1 3.1 3.1

Mexico 5.9 5.9 5.9 5.9

Total Latin America 12.9 0.0 0.0 12.9 12.9 12.9

United States 1.7 1.7 1.7 1.7

Total North America 1.7 0.0 0.0 1.7 1.7 1.7

Emerging Market 0.0 -2.0 -2.0 2.0 1.9

Total Global 0.0 0.0 -2.0 -2.0 2.0 1.9

Total 56.4 -1.3 -19.3 35.9 77.0 49.0

As at 28th October 2022. The potential total net and gross figures exclude any potential FX overlays. Typically FX overlays are held for hedging local currency exposures,

although please note that local currency exposures are not by default automatically hedged. Source: Kepler Partners LLP

Country Exposures
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SECTOR WEIGHT (%)

Communication Services 11.3%

Consumer Discretionary 1.7%

Consumer Staples 17.4%

Financials 16.5%

Index -6.2%

Industrials 2.0%

Information Technology 5.2%

Real Estate 1.0%

Total Net Exposure* 49.0%

WEIGHT (%)

Longs 70.0%

Shorts -21.0%

Total Net Exposure 49.0%

No. of long positions 28

No. of short positions 1

Individual Equity Holdings

Equity Exposure* Net Sector Exposure*

Individual Equity Exposures

LONG (%) SHORT (%)

Positions >4% 5.3% 0.0%

Positions 2-4% 33.2% 0.0%

Positions <2% 17.9% -1.3%

Total 56.4% -1.3%

*Including Equity Overlay Positions (delta adjusted)

As at 28th October 2022
Source: Kepler Partners LLP

NAV PER SHARE ISIN INCEPTION DATE

Class I USD 119.95 IE00BYPZZN52 06/07/2017

Class I EUR 101.68 IE00BYPZZP76 23/08/2017

Class I GBP 97.10 IE00BYQ00673 24/11/2017

Class I CHF 77.18 IE000VBAFA36 03/11/2021

Class SI USD 133.45 IE00BYQ00780 18/04/2017

Class SI GBP 122.46 IE00BYQ00905 18/04/2017

Share Classes

As at 28th October 2022
Source: Kepler Partners LLP
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This factsheet is produced by the Investment Manager for marketing purposes only and does not constitute an offer or solicitation to subscribe for

shares in the KLS Emerging Markets Fund (the “Fund”). For more information on the risks associated with the Fund, please refer to the sections

entitled Risk Factors in the prospectus. Full details regarding the Fund are set out in the key investor information document (the “KIID”), the

prospectus, the instrument of incorporation and the latest financial statements published for the Fund (the “Fund Documents”). Before any

subscription, you should read the Fund Documents. The information provided in the Fund Documents should not be considered a recommendation to

purchase or sell any particular security. Any securities or sectors referred to in this factsheet must not be taken as an investment recommendation or

indication that investments in the same will be profitable. The price and value of investments can go down as well as up. Income may fluctuate

reflecting changes in market conditions, currency movement and taxation liabilities. Investment in the sub-fund described in this factsheet carries a

substantial degree of risk. You may not get back the original amount invested. An investment in the sub-fund should only be made by persons who

can sustain a loss on their investment. Any such investment should not constitute a substantial portion of an investment portfolio and may not be

appropriate for all investors.

The Fund documents may be obtained by contacting Kepler Partners LLP. If you are uncertain as to the suitability of an investment in this Fund you

should obtain further information and request professional advice before making an investment. The distribution of this factsheet may be restricted by

law. This factsheet may not be issued or used in any jurisdiction except in full compliance with any applicable laws and regulations. Persons to whom

this factsheet is communicated should inform themselves about and observe any such restrictions. The Fund is not offered or sold to “U.S. Persons”

as defined in Regulation S of the U.S. Securities Act of 1933. This factsheet is reserved for professional clients as defined by the European Directive

2004/39/EC and is not for retail distribution. Any entity responsible for forwarding this material to other entities takes responsibility for ensuring

compliance with applicable financial promotion rules. This factsheet is a confidential communication solely for the use of the persons to whom it is

distributed to by Kepler Partners LLP. Kepler Partners LLP is regulated by the Financial Conduct Authority in the United Kingdom.

Swiss Disclosure: The distribution of Shares in Switzerland in relation to KLS Emerging Markets Fund (the “Fund”) will be exclusively made to, and

directed at, qualified investors (the “Qualified Investors”), as defined in the Swiss Collective Investment Schemes Act of 23 June 2006, as amended

(“CISA”) and its implementing ordinance (the “Swiss Distribution Rules”). Accordingly, the Funds have not been and will not be registered with the

Swiss Financial Market Supervisory Authority (FINMA). The representative in Switzerland is FundRock Switzerland SA (formerly ARM Swiss

Representatives SA), Route de Cité-Ouest 2, 1196 Gland, Switzerland. The paying agent in Switzerland is Banque Cantonale de Genève, Quai de l’Ile

17, 1204 Geneva, Switzerland. The Prospectus (and any supplement thereto), the Instruments of Incorporation, KIIDs and annual financial

statements can be obtained free of charge from the representative in Switzerland. The place of performance and jurisdiction is the registered office of

the representative in Switzerland with regards to the Shares distributed in and from Switzerland.

Disclaimer


