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Emerging Markets Spotlight

"We know this much – the trade war by China against the US has been going on for 
years. To the extent one wants to call this a trade war, we are determined to win 
it.” - Mike Pompeo, US Secretary of State, September 2018

, quoted in Bloomberg article, 29 August 2018One of the defining features of the Trump administration
from an emerging market perspective is the willingness,
even enthusiasm, to confront the United States’
geopolitical rivals. The current government has
significantly expanded sanctions applied to Russian
companies and individuals while applying increasingly
severe tariffs to Chinese exports. The effects of this have
been felt in both countries, notably through currency
weakness that does not seem to reflect the healthy
external balances both countries enjoy.

There is a temptation to view the actions of the current US
administration as both driven by the president and
targeted at the popular vote, but we feel that it is
important to look at some of the publications and
statements by other members of the administration to see
where these policies might be headed, and what that
might mean for emerging market investors.

Vice-president Pence recently summed up the
administration’s view as "Beijing is employing a whole-of-
government approach, using political, economic and
military tools, as well as propaganda, to advance its
influence and benefit its interests in the United States."
Whilst the military rivalry between the two powers has
been visibly building over the last couple of decades, the
focus on economic competition is a newer feature, and
one with a strong advocate in the Trump government.

Peter Navarro is an American economist and author who
has been a hard-line advocate of a confrontational US
trade policy towards China, most notably in his 2011 book
‘Death by China’. Having served as an adviser to the
Trump campaign, he was appointed to an advisory post in
the administration in December 2016, and much China
policy since then can be seen to follow his views. Navarro
very much sees the trade relationship between the two as
akin to a war, accusing China of ‘cheating’ through
uncontrolled pollution, poor labour standards, government
subsidies, exporting counterfeit and dangerous goods,
currency manipulation, and intellectual property theft. He
has been a strong advocate of large tariffs on Chinese
exports, with steel seen as a priority, and this is the exact
policy path that has been followed. If there was any
doubt, the Trump administration’s unusual step of creating
a military space force is exactly what is called for in
chapter eleven of ‘Death by China’.

Source: Bloomberg

It is in this light, therefore, that we note with
concern the recent Bloomberg scoop alleging that
the Chinese intelligence agencies caused highly
specialist computer chips to be covertly placed in
computer servers being exported to the US, thereby
deeply compromising security at various US
companies and government agencies. The potential
for this to happen was highlighted in chapter ten of
‘Death by China’ and this significantly increases the
likelihood that the US seeks to disentangle some of
its supply chains from China, not to improve the
trade balance, but as a fundamental matter of
national security.

This would have profound implications not only for
China, but also for some key emerging market
industries. It may create market share opportunities
for Korean and Taiwanese companies at the
expense of Chinese ones, but it is also likely to raise
prices to consumers, increase capital expenditure
and reduce returns on capital and reduce economies
of scale. It is also likely to see continued weakness
in the Chinese renminbi in response to diminished
export opportunities, and will not be supportive of
Chinese equities. Yet the Chinese reaction in
September was to turn down further trade talks and
to summon the American ambassador to Beijing to
protest sanctions imposed on the Chinese military.
Despite the economic consequences, there has been
no backing down by China. As Lord Kitchener said,
“No financial pressure has ever yet stopped a war in
progress.”
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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 October 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.


