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"While we anticipated some challenges in key emerging markets, we did not foresee
the magnitude of the economic deceleration, particularly in Greater China. In fact,
most of our revenue shortfall to our guidance, and over 100 percent of our year-over-
year worldwide revenue decline, occurred in Greater China.” - Apple Q4 2018 results

commentary

Since the middle of 2018 we have been expecting US
corporate results to reflect the broad slowdown in many
emerging markets (including China), and Apple has very
much met our expectations with its latest quarterly
commentary. At the same time, however, there has been
much media commentary about various stimulus policies
being enacted in China, creating mixed news flow
regarding the economic outlook in China.

As a starting caveat, we feel that Apple may be
overstating the degree to which the Chinese economy is
the cause of its disappointing results. Market share data
has shown strong growth in Chinese smartphone sales by
local producers, particularly Huawei, while Apple has
struggled. This is because the dominance of integrated
multi-purpose platforms (WeChat, Taobao) which reduce
the costs of switching from iOS to Android for Chinese
users. As always, it is important not to read too much into
a single data point and explanation.

However, there is plenty of other evidence of a deep
slowdown in China. In the first nine months of 2018,
domestic  consumption tax revenues  averaged
RMB109.8bn per month, but October saw revenues of
RMB32.1bn and November only RMB17.0bn*. Car sales in
October were down 13.0% on a year earlier. More
industry-linked measures (e.g. rail freight turnover,
cement consumption) look healthier but the trend is
certainly down. Finally, stock markets are not economic
data, but the Shanghai SE Composite index fell 28.7% in
US dollar terms in 2018, reflecting negative domestic
investor sentiment.

None of this particularly surprises us. We believe that
China remains an essentially domestically-driven economy
(exports/GDP is about 20%), compared with, for example,
40% for South Korea; this also, we feel, makes concerns
about the impact of tariffs overstated), and that growth in
domestic demand (and, resultantly, economic growth) is
substantially driven by the change in credit. That change
in credit has been slowing since 2016 and increasingly
hurting the wider economy.

Following the stimulus in 2015, the vyear-on-year
growth in the financial system (we track all-system
claims, including shadow banking products such as
bankers’ acceptances and trust loans) peaked at
+22.2% in the year to January 2016, but that growth
rate has steadily declined. The increase to November
2018 was only 8.0%; with real GDP growth for the
year estimated at 6.6% and the latest CPI print of
2.2%, credit is now growing more slowly than the
economy. This negative credit impulse is a significant
drag on economic activity in China, and a very
different environment to that which has existed since
the renminbi was floated in 2005.

Various stimulus packages have been announced, with
an alphabet soup of lending programmes from the
People’s Bank of China (SLF, MLF and PSL were
recently joined by TMLF). However, the reality, as
seen in the data that we believe matters, is that
monetary policy in China is tight, fiscal policy is
broadly neutral, and there is no immediate reason to
expect a turnaround in the economy. We remain
cautious on Chinese equities (especially A-shares,
where we remain zero- weighted), cautious on
commodities and commodity economies, and continue
to expect disappointment from global companies that
sell into China. At some point, probably given the
weakening renminbi, Chinese policy will turn more
stimulative, but we believe it will pay to wait until that
turn is tangible.
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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 January 2019, 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.
*Balding , Christopher. “Beijing Dithers as the Economy Declines.” Bloomberg December 31 2018
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