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Summary
JPMorgan Emerging Markets (JMG) aims to maximise total returns by investing in
emerging market equities with a long-term, low turnover approach.
The manager, Austin Forey, has been in place since 1994 and so has vast experience
in the region. His portfolio is concentrated in consumer names, financials and
technology, selected on a bottom-up basis rather than for sector or country reasons.
The trust has been a consistent outperformer in rising and falling markets, beating its
benchmark index in NAV total return terms in seven of the past ten years.
It has also generated steady dividend growth and aims to grow its dividend each year
in lie with earnings; the yield is 1.5%.
The trust’s shares are trading around 12% below NAV, and the board has been active
in buying back shares to try and bring this below 10%.
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Portfolio
JPMorgan Emerging Markets aims to maximise total returns by investing in emerging
market equities. The manager, Austin Forey, has managed this trust since 1994,
and has refined his approach through multiple market cycles. He aims to pick wellgoverned companies with good competitive positions and hold them for the long
run. According to Morningstar data, the turnover of the portfolio over the past three
completed years (to end 2017) averaged just 10%, consistent with a holding period of
10 years.

Fig.1: Sector Allocation
JPMorgan Emerging Markets: Sector exposure
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The portfolio, currently
at the lower end of its
three-year range of 60
to 70 stocks, has come
to be concentrated in
three areas: consumer
stocks, financials and
technology. The data
shows us that all three
areas are overweights
versus the benchmark
at the present time, but
Austin tells us this is a
long-term bias that has
developed due to the
shape of the market and
where he sees the best
opportunities over a
multi-year view.

The material contained on this site
is factual and provided for general
informational purposes only. It is
not an invitation or inducement to
buy, sell or subscribe to any product
described, nor is it a statement as
to the suitability or otherwise of
any investments for any person.
The material on this site does not
constitute a financial promotion
within the meaning of the FCA
rules or the financial promotions
order. Persons wishing to invest in
any of the securities discussed in
the website should take their own
independent advice with regard to
the suitability of such investments
and the tax consequences of such
investment.
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Austin and the team of close to 100 investment
professionals, including nearly 40 sector analysts
spread around the globe, aim to find businesses which
can consistently grow their market share over time,
which might be of a new market they are developing.
For example, the trust has held TSMC for twenty years.
This company entered a marketplace in which chips were
manufactured by the users but has grown to become a
global titan in production of chips for external customers.

advantages over their state-dominated peers in bringing
new technology to the sector. This story is similar for the
largest holding in Brazil, Itau Unibanco.

Fig.2: Geographic Allocation
JPMorgan Emerging Markets: Geographic exposure
As at 31.10.18
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The aim is to hold companies for as long as their
competitive advantages persist and not be swayed by
short-term stock price movements, even if these are
severe. For example, the manager has held on to Chinese
tech titans Alibaba and Tencent this year after they sold off
significantly. Both should be little affected by trade wars,
which is the spark to have set the region’s markets on a
slide this year.
In fact, volatile markets like the current ones at end 2018
are advantageous for investors with a long-term view, in
Austin’s opinion, as they shake out the weak competitors
from industries. Those that survive the tough times tend
to be the strongest companies and they are in a better
position to earn an even larger market share in the
coming expansion. Austin believes that he cannot predict
macro-economic events but he can make a decent fist of
predicting company growth rates and which will be the
winners.
Another advantage of taking a low turnover style is it
reduces the insidious erosion of returns from trading costs
which can have a serious effect on long-term returns.
The trust has had a significant overweight to India for many
years. This reflects the quality of the individual companies
rather than any view on the country, except insofar as
some of the holdings are beneficiaries of a demographic
tailwind, such as ITC and Supreme Industries.
Austin also has a significant position in the private banks,
a sector which he has watched develop since the 1990s.
In the ‘70s, India nationalised the banking system. Then,
in the 1990s, the sector was liberalised, with new banks
allowed to set up. These banks have brought modern
practises to an archaic industry, and thus proven adept at
growing market share. Austin holds Housing Development
Finance and IndusInd Bank. They also have significant
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Another top ten holding is HK insurer AIA, which the trust
has owned since it IPO-ed in 2010. This stock illustrates
how Austin looks at price and momentum well. The stock
has made strong returns since launch, but justified those
gains with earnings growth, therefore the manager has
held on to it even when it has seen depreciations. Over
five years, the share price has grown by 11% a year but the
earnings per share has grown by 15% a year.

Benchmark
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Given the focus on company fundamentals rather than
macro-economics, the current political instability in India is
not likely to lead to any changes in the portfolio. Although
Modi’s grip on power is weakening, Austin believes that
his companies’ multi-year prospects are little-changed.
In fact, the weakening of the rupee this year has been a
beneficiary for the tech offshoring companies the trust
owns – Tata Consultancy Services and Infosys.
The trust has tended to be underweight China, although
it has highly significant single stock positions. Tencent,
Alibaba, AIA and Ping An are all top ten holdings. Austin
says the opening-up of the China A-Shares market could
offer some interesting opportunities in the fullness of
time, but that market is currently too expensive following a
strong period of growth.
Although the focus is on growth, valuation is important
when it comes to taking up a position. This is not a value
fund, so the trust will take up positions if the price is only
“reasonable” rather than insisting on a bargain, if the
business is exceptional. There is more leeway given to
valuations once a position has been taken up as Austin
does not aim to trade in and out of positions. As long
as the company can continue to compound the value in
the business and has a competitive advantage, the bias
is to run the winners, which gives rise to an exposure to
the momentum factor. This translates into a tendency
to underperform when market directionality changes,
although outperformance has been consistent on an
annual basis thanks to steady relative gains in trending
markets.
Given the focus on long-termism and low turnover, it is
rare for the trust to pick up new stocks. Austin and the
team may follow a company for years before pulling the
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Fig.4: Five-Year Relative Performance
JPMorgan Emerging Markets: Performance vs indices
7.12.13 - 7.12.18
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trigger if the valuation is not acceptable to them or the time
otherwise not right. In recent years, the trust has made two
new acquisitions in the IT space: Globant in Argentina and
EPAM in Belarus, both below $10bn in market cap, which
puts them in the smaller end of the universe. Both do
more cutting-edge software development than the Indian
outsourcers with more of a focus on consumer experience
through apps and in new technologies such as driverless
cars. As such, they could be the mega-caps of tomorrow on
their current trajectory.
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In theory, the trust can borrow up to 20% of NAV, although
in practice it has not used gearing for many years.
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Fig.5: One-Year Relative Performance
JPMorgan Emerging Markets: Relative performance vs indices
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The performance of this trust has been remarkably
consistent over the past decade. It has outperformed in
NAV TR terms in seven out of the past ten years. Two of the
years of underperformance were 2009 and 2016, when the
region saw sharp, indiscriminate rallies. The trust beat the
market in the up-years of 2010, 2012, 2014 and 2917, as
well as outperforming in the down years of 2011, 2015 and
2018.
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The trust has a progressive dividend policy, aiming to
increase the payout in line with earnings over time.
Dividends have grown at a healthy rate of 16% per annum
over the past decade, while earnings have risen 13% a
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Fig.6: Dividends
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JPMorgan Emerging Markets: Annual Dividends (financial
year)

Over the past five years this has resulted in performance
of 60.4% compared to just 40.6% for the MSCI Emerging
Markets index and 41.2% for the peer group.
pence per share

The trust is up versus the index and peers over the past
12 months thanks to outperforming in the sell-off since
the summer. It is stock selection that has been driving
relative returns, with TSMC, EPAM and Infosys particularly
significant contributors, all in the technology sector. In
the graph below, an upward sloping graph illustrates
periods of outperformance, and downward represents
underperforming periods.
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year. The payout has been covered in nine of the past ten
years, and the trust has reserves equal to 89% of the 2018
dividend. The current yield is 1.5%.

Management
Austin Forey has managed this trust since 1994, giving
him a rare level of experience in the region. Austin has
managed the portfolio through multiple market cycles and
crises, including the Mexican crisis of late 1994, the Asian
crisis of 1997 and the 2008 financial crisis. Austin tells us
this has made him sceptical about the wilder claims that
are often made about emerging markets, both optimistic
and pessimistic. Investors often forget to respect the cycle
in emerging markets, he warns. Austin has also learned to
be wary of leverage in potential investments, as crises in
the region almost always stem from excess leverage and
a lack of cash. These insights may explain the remarkable
steadiness of returns on the trust in recent years: in NAV
terms it has outperformed in seven of the past ten years.
Two of the three years of underperformance came in the
sharpest rallies, which rewarded more highly leveraged
and less cautious managers. Austin can draw on an
extensive analyst team based on the ground in Emerging
Markets which gives him a competitive advantage over
many of his peers.

Charges
The OCF is 1.02% which compares favourably to the sector
average of 1.3%. The management fee is 1% on the first
£800m and 0.75% thereafter, which at the current size
means it is roughly 0.93% and the operational costs
therefore a mere 0.09% on a forward-looking basis. This
would put it in the thriftiest decile should historic patterns
be repeated, according to our recent research.

Discount
The trust has tended to trade on a discount between 10%
and 14% over the past five years; it is currently in the
middle of that range at around 12%. Board policy is to
use the repurchase authority it possesses to prevent the
discount being above 10% for extended periods of time –
but only if this is out of line with the peer group and market
conditions are orderly. In November 2018, the board began
a buyback programme and has been active in the market
daily, buying even when the discount comes in close to
10%.

Fig.7: Discount
JPMorgan Emerging Markets: Discount / Premium
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0

%

-5

-10

-15

-20
2014

2015

2016

JPMorgan Emerging Markets

Source: Morningstar

2017

2018

Morningstar IT Global Emerging NAV

Powered by Highcharts Cloud

Kepler Trust Intelligence is written and published by the investment companies team at Kepler Partners.
Visit www.trustintelligence.co.uk for new investment ideas and detailed thematic research every week.

4

JPMorgan Emerging Markets is a client of Kepler Trust Intelligence. Material produced by Kepler Trust Intelligence should
be considered as factual information only and not an indication as to the desirability or appropriateness of investing in the
security discussed.

Important Information
Kepler Partners is not authorised to market products or make recommendations to Retail Clients. This report has been issued
by Kepler Partners LLP, is based on factual information only, is solely for information purposes only and any views contained
in it must not be construed as investment or tax advice or a recommendation to buy, sell or take any action in relation to any
investment.
If you are unclear about any of the information on this website or its suitability for you, please contact your financial or tax adviser,
or an independent financial or tax adviser before making any investment or financial decisions.
The information provided on this website is not intended for distribution to, or use by, any person or entity in any jurisdiction
or country where such distribution or use would be contrary to law or regulation or which would subject Kepler Partners LLP to
any registration requirement within such jurisdiction or country. Persons who access this information are required to inform
themselves and to comply with any such restrictions. In particular, this website is exclusively for non-US Persons. The information
in this website is not for distribution to and does not constitute an offer to sell or the solicitation of any offer to buy any securities
in the United States of America to or for the benefit of US Persons.
This is an information-only document derived from publicly available facts. It does not, and is not intended to, constitute
investment research or marketing.
No representation or warranty, express or implied, is given by any person as to the accuracy or completeness of the information
and no responsibility or liability is accepted for the accuracy or sufficiency of any of the information, for any errors, omissions or
misstatements, negligent or otherwise. Any views and opinions, whilst given in good faith, are subject to change without notice.
Kepler Partners LLP (including its partners, employees and representatives) or a connected person may have positions in or
options on the securities detailed in this report, and may buy, sell or offer to purchase or sell such securities from time to time,
but will at all times be subject to restrictions imposed by the firm’s internal rules. A copy of the firm’s conflict of interest policy is
available on request.
Past performance is not necessarily a guide to the future. The value of investments can fall as well as rise and you may get back
less than you invested when you decide to sell your investments. It is strongly recommended that Independent financial advice
should be taken before entering into any financial transaction.
PLEASE SEE ALSO OUR TERMS AND CONDITIONS
Kepler Partners LLP is a limited liability partnership registered in England and Wales at 9/10 Savile Row, London W1S 3PF with
registered number OC334771.
Kepler Partners LLP is authorised and regulated by the Financial Conduct Authority.
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