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Altrinsic Emerging Markets Equity Commentary – Fourth Quarter 2018
Dear Investor,

The fourth quarter was very difficult for global markets, as prices for most risk asset classes
experienced elevated volatility. Investors in emerging markets were faced with shifting growth and
risk dynamics due to several macro factors, including an unclear endgame for the U.S./China trade
war, decelerating U.S. economic growth, and new post-election reform priorities in Brazil and
Mexico. On the policy front, emerging market central bankers and policy makers will have to
contend with the transition from synchronized global growth to moderating growth and more
inwardly focused decision making by their developed-market counterparts. On a positive note, we
welcome the recent broadening of market leadership away from a small group of highly valued
Chinese internet names that had become ubiquitous holdings amongst our emerging market peers
and had overwhelmingly dictated the asset class’s performance since 2016. As we survey the
emerging market landscape, valuations now reflect far less-sanguine assumptions about growth.
Against this backdrop, we have used the recent volatility to add to names that had fallen to
attractive discounts to our estimation of their intrinsic values.
For the quarter, the Altrinsic Emerging Markets portfolio declined 7.3%, slightly outperforming the
-7.5% return of the MSCI Emerging Market Index in U.S. dollars.1 The most positive contributors
to relative returns were stocks in the materials and financial sectors, including Kinross Gold (gold
miner) and ICICI Bank (Indian bank), while the biggest detractors were securities in the energy and
communication services sectors, including Tenaris (oilfield services equipment provider) and Baidu
(Chinese search engine). Geographically, our investments in the Philippines and South Korea
added the most to relative performance, including Metropolitan Bank (Philippine commercial bank)
and Samsung Fire and Marine (South Korean P&C insurer), while those in Mexico and Brazil were
the most significant detractors from performance, including Grupo Televisa (Mexican media
conglomerate) and Cielo (Brazilian payment processor).
Weak market performance was primarily the result of falling expectations for global growth and
uncertainty about the China/U.S. trade negotiations. Although declining energy prices were a boon
to oil-importing countries, that benefit was overwhelmed by fears of a global trade slowdown,
particularly in China, Taiwan, and South Korea, which are all heavily exposed to trade and
collectively comprise 55% of the emerging market index. The fund’s positioning was actually wellsuited for the environment, but disappointing performance by the above-mentioned stocks kept us
from better protecting capital.

During the quarter, we eliminated eight stocks and initiated positions in three new ones. The fund
ended the year with 53 positions, which is a prudent balance of concentration and diversification.
Below is a brief synopsis of our new positions:






Wynn Macau operates integrated gaming resorts in Macau. The shares had performed poorly since midyear on fears of a consumer slowdown impacting future visitation and gaming trends. However, the
Chinese government has ample tools for stimulus, and given the countercyclical nature of gaming, we
are confident that any downturn will be short-lived and believe the current valuation compensates us for
the near-term risk.
Bancolombia, Columbia’s largest bank, de-rated during the quarter on concerns about ongoing credit
losses and poor operating efficiency. After evaluating three specific corporate exposures that are driving
a substantial amount of their recent provisioning expense, we concluded that credit costs are
approaching a cyclical peak and should normalize at lower levels in 2019. Furthermore, technology
investments in their Central American subsidiaries are nearing completion, which will remove a major
drag on the bank’s operating efficiency going forward.
Cognizant, a leading Indian IT services provider, historically outgrew the industry due to its
commitment to reinvest any margin dollars above its target levels back into growth. After several
quarters of disappointing top-line growth, the shares fell to 13x forward earnings on fears that growth
would continue to decelerate. Our analysis shows that weak recent growth was related to a handful of
client-specific issues and that, even in a slower growth world, Cognizant should be able to re-accelerate
its revenue growth and deliver modest margin expansion.

Sales this quarter included the elimination of Bangkok Bank in Thailand and trim of ICICI in India;
both holdings had approached our estimation of intrinsic value. We also took action on other
stocks that had material thesis changes. We eliminated China Unicom, as it became clear that the
ownership reforms enacted earlier in 2018 were unlikely to lead to the significant improvement in
its operating efficiency or capital management we previously assumed. In addition, we eliminated
Lenta and Magnit, two Russian food retailers, as it became clear that the pace of store openings by
the major retailers is poised to accelerate along with aggressive promotional activity, making a
satisfactory return on capital less feasible for all industry players.
In aggregate, as seen in Table 1, the fund’s
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reform. Most importantly, revamping the country’s
outdated pension system, an increasingly unsustainable liability for the government, will be the first
test of his sway over Congress. Although Bolsonaro’s Social Liberal Party holds fewer than 10% of
the seats in Congress, its coalition partners seem to be unified in their commitment to getting this
legislation over the finish line. Brazil is the fund’s second largest country weighting at 12%, and

most of our exposure is in domestic consumer, technology, and financial services companies that
have strong distribution advantages and should continue to enjoy an accelerating economic
recovery after Brazil’s deep recession. We have very little exposure to the country’s exporters, as
most listed companies sell hard commodities for which demand and pricing are likely to be weak as
the global economy slows. We acknowledge that there is still risk of policy implementation delays
or missteps, but we’ve added to our positions in Brazil as valuations discounted a far worse
outcome than our analysis revealed, and we view Brazil’s economic growth as poised to accelerate
at a time when most other countries are decelerating.
Brazil’s economic roadmap, which includes fiscal discipline and the privatization of various state
entities, stands in contrast to policy direction in Mexico. President-elect Andrés Manuel López
Obrador (AMLO) was officially inaugurated on December 1 and swiftly enacted several
controversial measures. The most visible was his cancellation of a new airport in Mexico City,
despite the several billion dollars already spent on its construction, and the launch of an
economically dubious oil refinery in his home state. While these were both well-choreographed
during AMLO’s campaign speeches, the surprise announcement by a Senator from his Morena
party that certain banking fees were to be abolished led to a broad selloff. Several discussions with
Banorte, a leading Mexican bank and longtime holding in the portfolio, lent support to our own
analysis that the worst-case impact of fee cuts and credit losses from contractors working on the
terminated airport were manageable. Banorte sold off to 7x our estimate of forward normalized
earnings during the quarter and, in the face of consensus bearishness, we elected to take a different
view, adding to our position. The bank maintains prudent provisions of 130% of non-performing
loans and a 14% Tier 1 capital ratio, so we feel there is adequate protection if credit quality
degrades beyond our conservative base-case scenario.
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rules-based order that the U.S. has promoted for
over 70 years. Starkly differing ideological views make it difficult to predict the short- and longterm shape of the relationship. Despite the ninety day “cease fire” agreed to between the two
countries at the G20 summit, subsequent discussions haven’t yielded any clues to a future roadmap.
China has stated its intention of improving access to its market, cutting tariffs on certain U.S.
imports, and cracking down on intellectual property theft and forced technology transfer, but it’s
not clear what the U.S. is willing to accept or offer in return.

Setting aside the trade war headlines, the more pressing near-term concern for the Chinese
government is how to counteract the rapid deceleration of the domestic economy. While the threat
of new tariffs from the U.S. has undoubtedly impacted consumer sentiment, we see the
government’s policy actions to curb shadow banking, reduce local government and state owned
entity (SOE) debt levels, and rein in property prices as the main source of the current slowdown.
As Chart 1 shows, retail spending has been in decline for two years and is now at a level that
threatens China’s growth targets. Higher debt at most levels of the economy and the much larger
size of the economy itself since the global financial crisis make it unlikely that China can reuse the
2009 playbook. However, there are still numerous policy tools that Beijing is likely to employ,
including fiscal stimulus from already announced tax cuts and expediting domestic infrastructure
projects, further cuts to banks’ reserve requirements, and loosening of property restrictions.
Whatever combination of policies Beijing pursues, there will invariably be a degree of back-pedaling
on the de-leveraging crusade and a healthy dose of prodding the large state banks to extend credit
to the small and medium enterprises (SMEs) that historically have been overlooked by the big
lenders. We remain very cautious on the risk of policy missteps or a negative credit event in China,
but we believe the medium-term course of the economy is well within the government’s ability to
manage. In addition to the portfolio’s new position in Wynn Macau, we also added to an existing
position in China Construction Bank (CCB). Chinese banks are a subject of perpetual debate
internally given their unofficial mandate for national service and skepticism about their lowreported levels of bad debt. However, CCB is well-capitalized, maintains provisions at 180% of
reported bad loans, and the Chinese central bank should continue to ensure ample liquidity to
counter the slowing economy. The shares trade at 5.5x forward earnings and a 33% discount to
our assessment of intrinsic value.
The fund’s positioning is as presented in
Chart 2:
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services space. These three sectors now
comprise ~70% of the fund’s exposure and can be summarized as follows:
Telecom operators with credible margin expansion strategies and predictable free cash flow generation
Technology equipment manufacturers in higher-value parts of the supply chain



Financials with valuations that we believe discount a worse operating environment than our analysis
indicates and maintain conservative capital buffers to absorb unexpected asset quality deterioration or
higher claims experience

As the global economy transitions from a world of synchronized growth and cheap money to one
of moderating growth, unwinding monetary stimulus, and more insular policy, volatility is likely to
remain high. The short- and long-term outcomes of the trade dispute between the U.S. and China
will likely have unintended consequences for both countries and their various supply chain partners.
Against this backdrop, we expect the dispersion of returns across the emerging market stock
universe to be broader than in prior years. Our rigorous research process forces us to think about a
wide array of scenarios and evaluate how they affect the range of outcomes for a stock. We feel
this fundamental discipline is well-suited for the environment we are likely to encounter going
forward.
Thank you for your interest in Altrinsic. We welcome your comments and questions.
Sincerely,
Srini Polaki
Chip Powell
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Performance is presented gross of management fees and includes the reinvestment of all income. Gross returns will be
reduced by investment advisory fees and other expenses that may be incurred in the management of the account. Past
performance is not indicative of future results. The outlook and opportunities noted throughout this letter are the
opinion of Altrinsic as of the date of this letter. There is no guarantee that we will be successful in implementing
investment strategies that take advantage of such perceived opportunities. Please see Important Considerations and
Assumptions at the end of this letter for additional disclosures.
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The A ltrinsic Emerging M arket Equity Co mpo site is a diversified (typically between 50 - 80 ho ldings), bo tto m-up,
fundamental, value o riented, Emerging M arket fo cused po rtfo lio , benchmarked to the M SCI Emerging M arkets
(Net) Index. The M SCI Emerging M arkets (Net) Index is a free flo at-adjusted market capitalizatio n weighted index
that is designed to measure the equity market perfo rmance o f emerging markets. P o rtfo lio s in the co mpo site
may invest in co untries that are no t in the M SCI Emerging M arkets (Net) Index. A dditio nal info rmatio n is
available upo n request. The minimum acco unt size fo r this co mpo site is $ 5 millio n. Returns include the effect o f
fo reign currency exchange rates.
A ltrinsic Glo bal A dviso rs, LLC claims co mpliance with the Glo bal Investment P erfo rmance Standards (GIP S®)
and has prepared and presented this repo rt in co mpliance with the GIP S Standards. A ltrinsic Glo bal A dviso rs,
LLC has been independently verified fo r the perio ds fro m December 8, 2000 thro ugh June 30, 2018.
Verificatio n assesses whether (1) the firm has co mplied with all the co mpo site co nstructio n requirements o f the
GIP S standards o n a firm-wide basis and (2) the firm's po licies and pro cedures are designed to calculate and
present perfo rmance in co mpliance with the GIP S standards. The A ltrinsic Emerging M arkets Equity Co mpo site
has been examined fo r the perio ds beginning A pril 1, 2013 thro ugh June 30, 2018. The verificatio n and
perfo rmance examinatio n repo rts are available upo n request.
A ltrinsic Glo bal A dviso rs, LLC is a registered investment adviser. The firm maintains a co mplete list and
descriptio n o f co mpo sites, which is available upo n request.
Results are based o n fully discretio nary acco unts under management, including tho se acco unts no lo nger with
the firm. Co mpo site perfo rmance is presented net o f fo reign withho lding taxes o n dividends, interest inco me,
and capital gains. Withho lding taxes may vary acco rding to the investo r's do micile. Co mpo site returns represent
investo rs do miciled primarily in A ustralia, United States, and Canada. The M SCI Emerging M arkets (Net) Index
deducts withho lding tax by applying the maximum rate o f the co mpany's co untry o f inco rpo ratio n applicable to
no n-resident institutio nal investo rs. P ast perfo rmance is no t indicative o f future results.

The U.S. Do llar is the currency used to express perfo rmance. Returns are presented gro ss and net o f
management fees and include the reinvestment o f all inco me. Gro ss returns will be reduced by investment
adviso ry fees and o ther expenses that may be incurred in the management o f the acco unt. Net o f fee
perfo rmance was calculated using the highest applicable annual management fee o f 0.95% applied mo nthly. The
annual co mpo site dispersio n is an asset-weighted standard deviatio n calculated fo r the acco unts in the
co mpo site the entire year. P o licies fo r valuing po rtfo lio s, calculating perfo rmance, and preparing co mpliant
presentatio ns are available upo n request.
The investment management fee schedule is 0.95% o n the first $ 25 millio n, 0.85% o n the next $ 50 millio n, and
0.75% o n the remainder. So me acco unts may pay incentive fees. A ctual investment adviso ry fees incurred by
clients may vary.
The A ltrinsic Emerging M arkets Equity Co mpo site was created A pril 1, 2013

Important Considerations and Assumptions
This presentation has been prepared solely for informational purposes and nothing in this material may be relied on in any manner as
investment, legal, accounting or tax advice, or a representation that any investment or strategy is suitable or appropriate to your individual
circumstances, or otherwise constitutes a personal recommendation to you.
All information is to be treated as confidential and may not be reproduced or redistributed in whole or in part in any manner without the
prior written consent of Altrinsic Global Advisors, LLC (“Altrinsic”). The information contained herein shall not be relied upon as a
primary basis for any investment decision, including, without limitation, the purchase of any Altrinsic products or engagement of Altrinsic
investment management services; there is no and will be no agreement, arrangement, or understanding to the contrary.
This material has been prepared by Altrinsic on the basis of publicly available information, internally developed data and other third party
sources believed to be reliable. No assurances or representations are provided regarding the reliability, accuracy or completeness of such
information and Altrinsic has not sought to independently verify information taken from public and third party sources. Altrinsic does not
accept liability for any loss arising from the use hereof. Any projections, market outlooks or estimates in this document are forward-looking
statements and are based upon certain assumptions. Due to various risks and uncertainties, actual events or results, or the actual performance
of any investment or strategy may differ materially from those reflected or contemplated in such forward-looking statements. Except where
otherwise indicated, the information provided, including any investment views and market opinions/analyses expressed, constitute
judgments as of the date of this document and not as of any future date. This information will not be updated or otherwise revised to reflect
information that subsequently becomes available, or changes in circumstances or events occurring after the date hereof.
The data and information presented is based on representative accounts and is for informational and illustrative purposes only. Individual
client data and information may vary based on different objectives for different clients. This material does not constitute investment advice
and should not be viewed as current or past recommendations or a solicitation of an offer to buy or sell any securities or to adopt any
investment strategy. Any documents describing Altrinsic’s products or services shall not constitute an offer to sell or a solicitation to buy
the securities from any person in any jurisdiction where it is unlawful to do so. Any specific investments referenced may or may not be
held by accounts managed by Altrinsic and do not represent all of the investments purchased, sold or recommended for client accounts.
Readers should not assume that any investments in securities described were or will be profitable. There are no guarantees that investment
objectives will be met. Investing entails risks, including possible loss of principal. Altrinsic may modify its investment approach and portfolio
parameters, in the future, in a manner which it believes is consistent with its overall investment objective of long-term capital appreciation
and reduced risk.
Past performance is not a guide to or otherwise indicative of future results. Any investment results and portfolio compositions are provided
for illustrative purposes only and may not be indicative of the future investment results or portfolio composition of any account, investment
or strategy managed by Altrinsic.
Disclosure of Risk Factors
An investment in any account, investment or strategy is speculative and involves a significant degree of risk, which each prospective investor
must carefully consider. Returns generated from an investment in any account, investment or strategy may not adequately compensate
investors for the business and financial risks assumed. An investor in any account, investment or strategy could lose all or a substantial
amount of his or her investment. Before making an investment, prospective investors are advised to thoroughly and carefully review any
disclosure documents with their financial, legal and tax advisors to determine whether and investment is suitable for them.
Additional Performance Disclosure – Use of Benchmarks
Benchmarks are provided for illustrative purposes only. Comparisons to benchmarks have limitations because benchmarks have volatility
and other material characteristics that may differ from the accounts, investments or strategies managed by Altrinsic. Because of these
differences, benchmarks should not be relied upon as an accurate measure of comparison.
This document is not intended for public use or distribution.
Copyright © 2018, Altrinsic and/or its affiliates. All rights reserved.

