Quarterly commentary

RBC Funds (Lux) – Emerging Markets Equity Fund – First
Quarter 2018 Commentary
In the first quarter of 2018, the Fund returned -1.2%* underperforming its benchmark, the MSCI Emerging Markets Total
Return Net Index (USD), which returned 1.4%.
Emerging markets (EM) equities continued to outperform developed markets (DM) equities in the first quarter of 2018.
Although January began positively, supported by gains in the Information Technology sector, this reversed in February when
we saw a sell-off in global equities as tensions escalated around trade protectionism and a possible U.S.-China trade war.
For the Fund, at the sector level stock selection in Healthcare and Industrials detracted from returns, particularly our holdings
in Dr. Reddy’s and SM Investment. At the country level, stock selection in China and South Korea detracted from returns,
however this was somewhat offset by strong stock selection in India.
The biggest contributor to relative returns during the quarter was Banco Bradesco. The Brazilian bank continued to benefit
from the positive changes in the political environment which are expected to aid an economic recovery in the country.
Following the stock’s strong performance we decided to switch into Banco do Brasil where we see potential for much higher
growth in ROE. Credicorp, the Peruvian bank, also performed well as it gained alongside the broader equity market despite
the uncertain political backdrop. South African retailer Shoprite Holdings gained on the back of stronger-than-expected results.
This was helped by FX gains and also strong growth in the company’s high-end supermarket chain, Checkers.
Naspers, the South African media conglomerate, was the biggest detractor during the quarter. The stock came under pressure
in March following its announcement to sell 2% of its 33% stake in Tencent. While this is a positive step by the company to
demonstrate that it can monetise its stake in Tencent, the market felt there was a lack of clarity on the use of these proceeds
and questioned why the money was not being used to narrow the long-standing discount to its holding in Tencent. SM
Investments was the second-biggest detractor and came under pressure amid broader market weakness following its strong
performance. Indian pharmaceutical Dr. Reddy’s continues to face challenges on the back of increased pricing pressure on
generics in the U.S and there is also ongoing scrutiny and regulation from the U.S. FDA, both of which are expected to persist
in the near term.
While 2017 was characterised by a very narrow market led by the IT sector and the outperformance of cyclicals relative to
defensives, we believe that, looking forward to 2018, earnings growth will be more broad based and sector dispersion will
decline. We continue to believe that there is a strong case for avoiding the most expensive parts of the market which have
become crowded and where valuations have become increasingly stretched in recent years.

* Net of fees and expenses for the O share class
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