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Schroder ISF* Emerging Europe
Fund Update

A look back on September 2019
What happened in the markets

At a glance

Emerging European equities recorded positive
returns in September, led higher by Turkey. The MSCI
Emerging Markets Europe 10-40 Index increased by
4.5% in euro terms, outperforming the MSCI World.

Fund manager: Rollo Roscow and Mohsin
Memon
Performance: The fund returned 2.7% (A Acc
Share class) over the month**.
Market overview: The MSCI Emerging Markets
Europe 10-40 Index returned 4.5%.
Largest contributors: Stock selection in Greece
was positive.
Largest detractors: Stock selection in Russia
was negative.

The Czech Republic recorded a negative return and
was the weakest index market, weighed down by
weakness from banking stocks. Poland, Hungary and
Greece, all posted positive returns but finished
behind the index. In Poland, banks were among the
weakest index names amid uncertainty linked to an
upcoming European Court of Justice (ECJ) ruling on
Swiss franc mortgage contracts. In Greece,
macroeconomic data continued to hold up, despite
wider eurozone weakness.

**Source: Schroders, as at 30 September 2019. Net of fees, bidbid, with net income reinvested.

Calendar year performance (%)
Fund Net

MSCI EM Europe 10-40
Net TR Index

2018

-6.4

-6.7

2017

11.6

5.7

2016

35.3

29.5

2015

1.5

-5.0

2014

-18.5

-19.7

How the fund performed
The fund returned 2.7% (Acc share class), but
underperformed the MSCI Emerging Europe 10-40
Index.

Source: Schroders, net of fees, bid-bid, with net
income reinvested. A Acc share class as at 31
December 2018.
The fund and benchmark have different pricing
points (intra-day versus closing price respectively) so
there may be a performance timing effect at monthend. In times of elevated market volatility, this timing
effect can be larger than usual and may have either a
positive or negative impact on the NAV. However,
these effects are expected to even out over time.
Past performance is not a guide to future
performance and may not be repeated. The value of
investments and the income from them may go down
as well as up and investors may not get back the
amount originally invested.
*Schroder International Selection Fund is referred to as
Schroder ISF throughout this document.

Turkey was the best-performing index country as the
country’s central bank cut interest rates by 325 basis
points, more than the market had expected, to 16.5%.
Russia outperformed, benefitting from higher crude
oil prices. Inflation maintained a downward trend,
reaching 4.3% year-on-year in August, and the central
bank lowered its headline interest rate by 25bps to
7%; a third consecutive monthly cut.

Country allocation was slightly negative, largely
attributable to the off-benchmark allocation to
Kazakhstan. By contrast, the underweight to Poland
was positive.
Stock selection accounted for the majority of negative
relative returns. In Russia, the off-benchmark holding
in financial holding company TCS Group was among
the largest detractors. The stock fell amid increased
concern over the unsecured consumer lending cycle.
A zero-weight to Surgutneftgas, was also negative.
The stock rallied sharply amid speculation that the
company would buyout minority investors; a move
subsequently dismissed by the company’s CEO. In
Poland, the off-benchmark allocation to debt collector
Kruk and the overweight to Bank Millennium were
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the key headwinds. Kruk lost value amid deterioration
in the macroeconomic outlook and the prospects for
cash recovery. Bank Millennium came under pressure
ahead of the ECJ ruling in relation to Swiss franc
mortgages. Stock selection in Turkey also weighed on
excess returns, notably the off-benchmark position in
Pegasus Airlines which fell back following a sharp
rally last month. Conversely, stock selection in Greece
was positive, in particular the overweight to Alpha
Bank which gained ahead of a strategy update which
is expected to set out plans for dealing with nonperforming assets.

Looking ahead
Schroders’ economics team forecasts economic
growth in the eurozone to slow to 1.1% this year with
an expansion of 0.9% anticipated in 2020. These
estimates reflect the impact of the US-China trade
dispute on European exporters. After cutting the
deposit rate by 10bps to -0.5% in September, the
European Central Bank will restart QE from 1
November, with asset purchases of $20 billion per
month. The economics team expects one further
10bps cut in the deposit rate in December and for QE
to continue for the foreseeable future.
We made a small change to our country allocation
targets in October. The off-benchmark allocation to
Kazakhstan was marginally increased. This was
funded by increasing the size of the Poland
underweight. The fund is positioned as follows:

We are underweight to the Czech Republic where
valuations are reasonable but stock opportunities are
limited. The fund is underweight to Greece due to
limited stock opportunities. In Russia, valuations are
attractive but we see fewer bottom up opportunities.
Poland remains the fund’s largest underweight as we
have significant concerns over policy and governance
at a number of index companies.

Risk considerations
The capital is not guaranteed.
In order to access restricted markets, the fund may
invest in structured products. Should the
counterparty default, the value of these structured
products may be nil.
Investments denominated in a currency other than
that of the share-class may not be hedged. The
market movements between those currencies will
impact the share-class.
Where the fund (or the manager) holds a significant
percentage of the shares of one or more companies,
it may be difficult to sell those shares quickly. It may
affect the value of the fund and, in extreme market
conditions, its ability to meet redemption requests
upon demand.
The fund will not hedge its market risk in a down
cycle. The value of the fund will move similarly to the
markets.

Hungary and Turkey are held overweight. In Hungary,
the macroeconomic environment is supportive and
valuations are reasonable. In Turkey, the
macroeconomic outlook remains weak and policy
concerns are ongoing. However, valuations are cheap
and we have identified a number of mid cap stock
opportunities. The fund maintains off-benchmark
positions in Kazakhstan, Georgia and Slovenia, owing
to strong bottom-up ideas.

Emerging markets will generally be subject to greater
political, legal, counterparty and operational risk.
Emerging equity markets may be more volatile than
equity markets of well established economies.
Investments into foreign currencies entail exchange
risks.
The fund may hold large positions in a particular
investment and if market declines or the issuer
defaults, then the fund will be adversely affected.

Important Information: This document does not constitute an offer to anyone, or a solicitation by anyone, to subscribe for shares
of Schroder International Selection Fund (the “Company”). Nothing in this document should be construed as advice and is therefore
not a recommendation to buy or sell shares. Subscriptions for shares of the Company can only be made on the basis of its latest Key
Investor Information Document and prospectus, together with the latest audited annual report (and subsequent unaudited semiannual report, if published), copies of which can be obtained, free of charge, from Schroder Investment Management (Europe) S.A.
An investment in the Company entails risks, which are fully described in the prospectus. Past performance is not a reliable indicator
of future results, prices of shares and the income from them may fall as well as rise and investors may not get the amount
originally invested. Schroders has expressed its own views and opinions in this document and these may change. Schroders will be
a data controller in respect of your personal data. For information on how Schroders might process your personal data, please view
our Privacy Policy available at www.schroders.com/en/privacy-policy or on request should you not have access to this webpage. This
document is issued by Schroder Investment Management (Europe) S.A., 5, rue Höhenhof, L-1736 Senningerberg, Luxembourg.
Registered No. B 37.799. For your security, communications may be taped or monitored. Third Party Data Disclaimer: Third party
data is owned or licensed by the data provider and may not be reproduced or extracted and used for any other purpose without the
data provider's consent. Third party data is provided without any warranties of any kind. The data provider and issuer of the document
shall have no liability in connection with the third party data. The Prospectus and/or www.schroders.com contains additional
disclaimers which apply to the third party data.
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