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Economic and Monetary Backdrop 

Global equity markets are signalling optimism about economic prospects, having rallied strongly over 

the past five months, with cyclical sectors leading. Monetary trends question this optimism, with global 

real narrow money momentum still weak and support from an excess stock of money probably now 

ending. A cautious / defensive investment strategy may be warranted until money growth normalises, 

a prospect probably delayed by central banks’ caution in reversing 2022-23 policy tightening. 

 

While the global backdrop appears unpromising, monetary indicators suggest improving prospects for 

relative EM performance. EM equities have outperformed DM on average historically (i.e. since 1990) 

only when real narrow money momentum has been higher in the E7 than the G7 and global real 

money momentum has been above industrial output momentum. The former condition fell into place 

at the start of 2022 but global real money has consistently lagged output since then. The latter 

momentum shortfall, however, has narrowed sharply recently and could turn positive soon: 

 

 

 

Recent EM underperformance reflects China / US divergence – EM ex. China has moved in line with 

DM ex. US. Chinese policy easing may be starting to work, with narrow money growth rebounding in 

January / February, following record PBoC lending to banks in Q4. An end-quarter MPC statement 

signalled a need to “intensify” monetary policy implementation and money rates have resumed a 

decline in early Q2. Money growth remains below average, so a further pick-up is required to warrant 

economic optimism. 
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Six-month real narrow money momentum is positive in most EM countries, with South Africa the only 

exception among larger index markets: 

 

 

US/DM Europe momentum, by contrast, remains negative, despite recovering recently. Cyclical 

sectors in EM have lagged outperformance in DM and are cheap on forward P/E and P/B 

comparisons, suggesting that a sober economic outlook is discounted. 

 

 

Portfolio strategy 

EM equities trailed the US during the quarter as the dollar strengthened on revival of the “higher for 
longer” narrative, which many pundits had seemingly vanquished late last year. There were signs that 
Chinese equities were beginning to find a bottom. This was partly down to the efforts of the “national 
team” of SOEs compelled by the Party to support domestic A-shares, along with small flows from 
intrepid foreign investors taking the view that a CAPE of 10x for a deep universe of Chinese equities 
is bound to throw up some bargains for stock pickers with the stomach for it. The MSCI EM Index was 
up 2.4% over the period.  

 

Stock selection was the key driver of outperformance, particularly from IT names in South Korea and 
Taiwan, with smaller contributions from Thailand, Brazil and Financials in Poland. Stocks in India were 
a negative, largely down to the underperformance of HDFC Bank. This was partially offset by the 
outperformance of mid cap names and an overweight to India. Underweights in more cyclically 
exposed markets Brazil and South Africa were positive contributors. An underweight to domestic 
Chinese stocks was a positive; however, this was outweighed by underperformance in Hong Kong 
names, where former “foreign favourites” with strong operating performance have been ignored. 
Activity through the quarter includes a small reduction in China exposure while adding to defensive 
names, trimming India and Greece, while adding to South Korea, Indonesia and Poland. 
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AI-exposed companies in South Korea and Taiwan continued their strong run, boosted by Nvidia 
results in February that saw its market cap climb a record US$250 billion in a day. While these names 
have run hard over the past 12 months, valuations for game changing technology seems reasonable. 
Given we are at an early stage of AI development the market is willing to look forward 1-2 years. This 
seems rational, especially when compared to the heady valuations of the dot com period. A growing 
issue for investors is the level of spending and how long will it take to pay back the investment – 
profitless capex remains a valid question. 

 

Hyperscalers will not spend indefinitely, but at the current stage of development missing out could be 
catastrophic for their businesses. Previous commentary has highlighted the key role of EM in the AI 
supply chain. Opportunities exist across multiple segments including fabrication, design, testing 
capabilities, and key hyperscale computing components. One of the leaders over the period was South 
Korea’s HPSP, specialist in annealing technology – the process of removing defects in advanced 
chips through high pressure hydrogen injections to enhance electron movement and performance. 
The company is a monopoly in its niche, the only equipment provider certified by TSMC, Samsung, 
Intel and Hynix. Growth in AI and other high performance computing applications underpin demand 
even through  a wider industry downcycle. The stock was purchased at an attractive valuation (2024 
PE at 23x, dropping to 16x in 2025E) for strong returns, top line growing at 40%, and EBIT margin of 
54%.  

 

Another contributor is Taiwan’s Lotes, which is dominant in the niche CPU socket market, with c.40% 
market share. The hyperscale capex boom underpins demand growth for AI connectors and cables 
for GPU baseboards, where Lotes is a specialist. Increasingly high spec servers, requiring higher 
socket counts, as well as cables and connectors that facilitate high speed data transmission, should 
help lift the company’s gross profit margin from just over 40% to 50% by 2025, along with rising ROIC 
and free cash flows. This was purchased at 15x/13x PE for 2024 and 2025 respectively for EPS growth 
of 20%/8%. 

 

An underweight to Chinese domestic equities and strong performance from a several portfolio 
companies aided returns. Frustratingly, underperformance by Hong Kong-listed “foreign favourites” 
AIA and Prudential outweighed positives on the mainland. These life insurers dominate Asia with the 
largest agencies and networks and are riding structural growth tailwinds brought about by a rising 
middle class in China and SE Asia and low penetration in life insurance. Recent results have broken 
records for new business growth and profitability, and yet their stocks have fallen as foreign investors 
exit large, liquid names with China exposure. 

 

Clearly, much more is needed to shift sentiment, and our view is that management efforts to stop the 
rot have been underwhelming. Both positions are under review, and we will engage directly with 
management to assess their strategy in greater depth. 

 

Positives in China include more recent additions Trip.com and oil and gas company Petrochina (one 
of the few SOEs in the portfolio with growing returns on capital following capex and cost curbs). These 
names are illustrative of the portfolio’s shift to dual positioning in China over the past 12 months – 
growth with near-term catalysts on one hand, defensive quality on the other. Travel is a consumption 
bright spot, with a rebound in domestic travel underway, while outbound shows signs of life as capacity 
to popular destinations ramps up. Trip is well-positioned to ride this recovery as China’s leading online 
travel agent (OTA) with a strong presence in hotels (15% market share) and air ticketing (50% m/s) 
for domestic and international. Structural demand growth for international travel from a wealthier 
middle class remains intact, coupled with modest OTA penetration of c.30%. Trip targets mid to high-
end customers, with value per order twice that of its peers, and an impressive 80% share of high-end 
hotel bookings and over 70% of business class bookings. What makes Trip particularly attractive in 
such a challenging market environment is the potential for gradual increases in outbound flight 
capacity to drive upside earnings surprises. 
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The positive contribution from an overweight to India was offset by stock selection due to HDFC Bank’s 
weak deposit growth just as it works through a merger with sister company Housing Development 
Finance Corporation. The position has been trimmed on a view that recovery from this setback will 
take time, especially if the Reserve Bank of India keeps policy tight. Merger digestion will also be slow 
but will eventually unlock lower costs of funding and expansion of the mortgage business footprint by 
offering HDFC products across all 6,500 branches of HDFC Bank (from current presence in 2,500).  

 

Indian mid-caps in the portfolio continue to deliver, with Pepsico bottler Varun and Max Healthcare 
among the leading stock contributors. Varun reported outstanding results in low season, following 
news that it has been granted a licence to the Pepsi bottling franchise in South Africa. Initially sceptical 
of the deal, our conversations with management while in India indicate that there may be more upside 
to the move through easy share gains than initially thought. Private hospital operator Max beat 
earnings estimates on strong growth in average revenue per operating bed. It also announced a series 
of smaller hospital acquisitions which will boost capacity and provide opportunities to improve 
profitability by strengthening offerings in these hospitals.  

 

In stark contrast to the outperformance of DM cyclicals versus defensive names, avoiding highly 
cyclical names has been the right call in EM for the past year or more. EM appears to price in the pain 
of a recession while DM reflects an economic goldilocks outlook. One of these views is wrong, and 
our money numbers suggest that exuberance in DM cyclicals may be misguided, while emerging 
counterparts are becoming an increasingly attractive hunting ground. Recent global economic 
strength has been in defiance of poor monetary data, but looking beyond the headlines confirms the 
effects of monetary tightening are being felt. The good news is that inflation is rattling back in line with 
our forecasts which should give central banks cover to begin easing soon. Stronger money numbers 
in EM relative to DM should then be coupled with a positive real narrow money growth globally. This 
“double positive” has historically been correlated with the outperformance of EM over DM. 

 

 

Best and Worst Countries by Net Impact 

 
Source: NS Partners Ltd 
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Attribution by Sector 

 
Source: NS Partners Ltd 

 

 

 

Contribution Analysis 

 
Source: NS Partners Ltd 

 

 
Source: NS Partners Ltd 
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Activity During the Quarter 
 

 
Source: NS Partners Ltd 

 

 

 

 
Source: NS Partners Ltd 
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Top Country Over/Under Weights vs MSCI EM Index 

 

 
Source: NS Partners Ltd 

 

 

 

 

Sector Allocation Over/Under Weights vs MSCI EM Index 

 

 
Source: NS Partners Ltd 
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Top 5 Overweights vs MSCI EM Index 

 

 
Source: NS Partners Ltd 

  

 

 

 

Top 5 Underweights vs MSCI EM Index 

 

 
Source: NS Partners Ltd 
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Disclaimer 
 

This is a marketing communication. Please refer to the prospectus, the key investor information documents (the KIIDs/PRIIPS KIDs) 

and the financial statements of Nedgroup Investments Funds plc (the Fund) before making any final investment decisions. 

 

These documents are available from Nedgroup Investments (IOM) Ltd (the Investment Manager) or via the website: 

www.nedgroupinvestments.com. 

 

This document is of a general nature and intended for information purposes only, it is not intended for distribution to any person or entity 

who is a citizen or resident of any country or other jurisdiction where such distribution, publication or use would be contrary to law or 

regulation.  Whilst the Investment Manager has taken all reasonable steps to ensure that this document is accurate and current at the 

time of publication, we shall accept no responsibility or liability for any inaccuracies, errors or omissions relating to the information and 

topics covered in this document.   

 

The Fund is authorised and regulated in Ireland by the Central Bank of Ireland. The Fund is authorised as a UCITS pursuant to the 

European Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011 as amended and as may 

be amended, supplemented, or consolidated from time-to-time and any rules, guidance or notices made by the Central Bank which are 

applicable to the Fund.  The Fund is domiciled in Ireland. Nedgroup Investment (IOM) Limited (reg no 57917C), the Investment Manager 

and Distributor of the Fund, is licensed by the Isle of Man Financial Services Authority.  The Depositary of the Fund is Citi Depositary 

Services Ireland DAC, 1 North Wall Quay, Dublin 1, Ireland. The Administrator of the Fund is Citibank Europe plc, 1 North Wall Quay, 

Dublin 1, Ireland. 

 

The sub-funds of the Fund (the Sub-Funds) are generally medium to long-term investments and the Investment Manager does not 

guarantee the performance of an investor's investment and even if forecasts about the expected future performance are included the 

investor will carry the investment and market risk, which includes the possibility of losing capital.  

 

The views expressed herein are those of the Investment Manager / Sub-Investment Manager at the time and are subject to change. The 

price of shares may go down as well as up and the price will depend on fluctuations in financial markets outside of the control of the 

Investment Manager.  Costs may increase or decrease as a result of currency and exchange rate fluctuations.  If the currency of a Sub-

Fund is different to the currency of the country in which the investor is resident, the return may increase or decrease as a result of 

currency fluctuations.  Income may fluctuate in accordance with market conditions and taxation arrangements.  As a result an investor 

may not get back the amount invested. Past performance is not indicative of future performance and does not predict future returns. The 

performance data does not take account of the commissions and costs incurred on the issue and redemption of shares.   

 

Fees are outlined in the relevant Sub-Fund supplement available from the Investment Manager’s website. 

 

The Sub-Funds are valued using the prices of underlying securities prevailing at 11pm Irish time the business day before the dealing 

date.  Prices are published on the Investment Manager’s website.  A summary of investor rights can be obtained, free of charge at 

www.nedgroupinvestments.com. 

 

Distribution : The prospectus, the supplements, the KIIDS/ PRIIPS KIDS, constitution, country specific appendix as well as the annual 

and semi-annual reports may be obtained free of charge from the country representative and the Investment Manager. The Investment 

Manager may decide to terminate the arrangements made for the marketing of its collective investment undertakings in accordance with 

Art 93a of Directive 2009/65/EC and Art 32a of Directive 2011/61/EU. 

 
Switzerland: the Representative is Acolin Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich, whilst the Paying agent is 
Banque Heritage SA, Route de Chêne 61, CH-1211 Geneva 6. Nedgroup Investments (IOM) Limited is affiliated to the Swiss 
ombudsman: Verein Ombudsstelle Finanzdienstleister (OFD), Bleicherweg 10, CH-8002 Zurich. 
  
U.K: Nedgroup Investment (UK) Limited (reg no 2627187), authorised and regulated by the Financial Conduct Authority, is the facilities 
agent.  The Fund and certain of its sub-funds are recognised in accordance with Section 264 of the Financial Services and Markets Act 
2000. 
 
Isle of Man: The Fund has been recognised under para 1 sch 4 of the Collective Investments Schemes Act 2008 of the Isle of Man.  Isle 
of Man investors are not protected by statutory compensation arrangements in respect of the Fund. 
 

 

NEDGROUP INVESTMENTS CONTACT DETAILS 

Tel:  toll free from South Africa only 0800 999 160  
Email: info@nedgroupinvestments.co.za 

For further information on the fund please visit: www.nedgroupinvestments.com 

 

OUR OFFICES ARE LOCATED AT 

First Floor, St Mary’s Court 

20 Hill Street, Douglas 

Isle of Man 

IM1 1EU 
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