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Emerging Markets Spotlight

“Mexico leftist Amlo vows no nationalisation, no expropriations”

Financial Times headline, March 9, 2018

One of the challenges of analysing the effect of 
political change on capital markets in emerging 
markets is the short history of the asset class. With 
at most thirty years of data, a country with a four-
year electoral cycle will only have seven or eight 
electoral data points to consider, and these must 
also be taken in the context of economic and 
market drivers at both the national and global 
levels.

And this matters in 2018 with a fully-loaded 
electoral calendar (notwithstanding the 
unscheduled transitions in power we have seen this 
year in Peru and South Africa). In particular, the 
two large Latin American markets of Brazil and 
Mexico go to the polls in October and July 
respectively (Colombia also votes for its president, 
in May).

Since emerging market equity emerged in the late 
1990s as an asset class, Brazil has seen seven 
presidential elections. The US dollar return of 
Brazilian equities in those calendar years (as 
measured by the MSCI Brazil index) has varied 
widely, from +63.8% in 1994 to -44.1% in 1998. 
Overall, the average USD return in an election year 
in Brazil is +8.7%, compared with an average of 
+9.4% in those same years for the MSCI Emerging 
Market index, suggesting a limited impact.

Where the Brazilian electoral experience gets more 
interesting is if we separate out the elections that 
returned generally centrist/conservative 
presidencies (1989, 1994 and 1998) from those 
that returned more left-wing/populist governments 
(2002, 2006, 2010 and 2014). The first set saw an 
average market return of +17.9% compared with 
+7.7% for the MSCI EM index in those same years, 
while the second set saw an average return of 
+1.8% compared with +10.7% for the MSCI EM 
index. It seems that the focus needs to be on the 
election result, rather than the simple fact of an 
election. 

A potentially similar pattern is also seen in the 
Mexican presidential elections (although these are 
held every six years, so there are even fewer data 
points). Mexico has elected presidents in 1988, 
1994, 2000, 2006 and 2012. Despite a wide range 
of results (including the disastrous year of 1994 
which saw a leading candidate assassinated in 
March and a sovereign debt default in December), 
the overall pattern is that the average market 
return in these years has been +15.2%, compared 
with +9.1% for the MSCI EM index. Significantly, in 
none of those five elections has the most left-wing 
candidate been victorious, suggesting a similar 
market dynamic to that seen in Brazil.

What of 2018, though? The Mexican election is 
likely to be won by a populist left-wing candidate, 
Andrés Manuel López Obrador (normally known as 
Amlo). This implies significant risk to Mexican 
equities in the run-up to the election, and, despite 
other attractive features to the market, we retain 
our neutral position because of political risk. We 
would note though, that as per the quote above, 
Amlo has sounded far more centrist in recent 
weeks, and significant weakness in Mexican assets 
around the election may offer an exciting buying 
opportunity, as was seen in Brazil in 2002 when 
Lula was first elected.

The Brazilian election is complicated. With Lula (the 
left-wing PT party’s preferred candidate) in jail for 
corruption, the leading candidate is abrasive far-
right politician Jair Bolsanaro. If he is to be Brazil’s 
next president, the better comparison may be the 
present-day Philippines under President Rodrigo 
Duterte. Since President Duterte assumed office in 
June 2016, the MSCI Philippines index has returned 
-10.6% in USD terms, compared with a return of 
+46.5% from the MSCI EM index. We consequently 
remain underweight Brazilian equities.
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An investor should consider the Fund’s investment objectives, risks, and charges and expenses

carefully before investing or sending any money. This and other important information about the Fund

can be found in the Fund’s prospectus or summary prospectus, which can be obtained at

www.johcm.com or by calling 866-260-9549 or 312-557-5913. Please read the prospectus or summary

prospectus carefully before investing. The JOHCM Funds are advised by J O Hambro Capital

Management Limited and distributed through FINRA member Foreside Financial Services, LLC. The

JOHCM Funds are not FDIC-insured, may lose value, and have no bank guarantee.

RISK CONSIDERATIONS: The Fund invests in international and emerging markets. International investments
involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic
and political systems, and higher transaction costs. These risks typically are greater in emerging markets. Such
risks include new and rapidly changing political and economic structures, which may cause instability;
underdeveloped securities markets; and higher likelihood of high levels of inflation, deflation or currency
devaluations. Emerging markets involve heightened risks related to the same factors, in addition to those
associated with their relatively small size and lesser liquidity

The small- and mid-cap companies in which the Fund may invest may be more vulnerable to adverse business
or economic events than larger companies and may be more volatile; the price movements of the Fund's
shares may reflect that volatility.

The views expressed are those of the portfolio manager as of March 2018, are subject to change, and may
differ from the views of other portfolio managers or the firm as a whole. These opinions are not intended to be
a forecast of future events, a guarantee of future results, or investment advice.

Data sourced from JOHCM/Bloomberg unless otherwise specified.


