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Inflation has continued to push higher in both developed and emerging 
economies. It certainly does not look transitory, and there is a definite sense 
that central banks are behind the curve, which has caused some significant 
declines in risk assets globally. However, we feel that higher global interest 
rates are not necessarily a negative for EM equity as an asset class.
US headline consumer price inflation in the year to March was 8.5%, a level 
previously seen in 1981 (when the Federal Reserve’s policy interest rate 
was 12%). As the Fed has slowly moved to tighten monetary policy, bonds 
have reacted. The 10-year US Treasury has risen from 1.5% at the start 
of the year to 3.1% at the time of writing. About three quarters of the 
increase is from higher real interest rates and only a quarter from higher 
inflation expectations. Other developed market central banks are also slowly 
tightening in the face of rampant inflation data. The Bank of England has this 
week accepted that inflation is likely to reach double digits later this year, a 
level not seen for forty years.
Emerging markets are largely countries that are dependent on capital flows. 
Domestic demand economies (like India and Turkey) require capital inflows to 
finance their current account deficits, while export economies (like Korea and 
Taiwan) are exposed to EM capital flows through their partial dependence on 
end demand from emerging markets (e.g. Korean companies selling to Latin 
American consumers), international financing of corporate borrowing in export 
economies (e.g. Brazilian companies borrowing in US dollars), and portfolio 
flows generally into emerging markets.
As we have previously noted, when we talk about capital flows, we mean 
US dollar capital flows. As Mark Carney, Governor of the Bank of England, 
noted in 2019, the dollar represents the currency of choice for at least half 
of international trade invoices, around five times greater than the US’s share 
in world goods imports, and three times its share in world exports. This gives 
the US dollar a massively outsized role in the global economy – Carney said 
“given the widespread dominance of the dollar in cross border claims, it is 
not surprising that developments in the US economy, by affecting the dollar 
exchange rate, can have large spillover effects to the rest of the world via asset 
markets… the global financial cycle is a dollar cycle.”
A tightening of US monetary policy can have a drag on emerging economies 
and markets. In the 1990s, the US rate hiking cycle began in April 1994 and 
finished in February 1995, which marked the end of the rally in EM equity. 
This was a time, however, of fixed exchange rates, which accelerated the 
transmission of US monetary policy into emerging economies and is a poor 
analogue for today’s global financial system.
In the 2000s, with floating exchange rates in most of the emerging world, the 
Fed’s first hike was in June 2004 and the last hike in June 2006. EM equities (as 
measured by the MSCI EM Index) peaked in October 2007, having returned over 
230% in USD terms from that first hike. This strong performance was because 
the global economy remained strong, with consequent support for the main 



exports of emerging economies. In that cycle, from the first rate hike to the 
cyclical peak, commodity prices (as measured by the S&P GSCI Index) trebled, 
while Korean exports doubled. The economic cyclical sensitivity of emerging 
market equities substantially outweighs their sensitivity to risk-free rates.
The current cycle does resemble the 2002-07 cycle in some ways, with very 
strong commodity prices and many key emerging economies recovering 
from extended downturns. The pattern of traditional industries having been 
overlooked in favor of high-tech ones is another similarity. There are also 
differences, for example the strength of the Chinese economy in the 2000s 
and its weakness now.
Overall, though, we think it is important to remember that in the last extended 
EM bull market, the Fed hiked seventeen times, from 1% to 5.25%, without 
stopping the strong returns from EM equity as an asset class.

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 JOHCM (USA) Inc. and distributed through JOHCM Funds Distributors, LLC. The JOHCM Funds 
are not FDIC-insured, may lose value, and have no bank guarantee.
Past performance is no guarantee of future results. 
RISK CONSIDERATIONS:
Investors should note that investments in foreign securities involve additional risks due to currency fluctuations, economic and political conditions, 
and differences in financial reporting standards. Smaller company stocks are more  volatile and less liquid than larger, more established company 
securities. The small and mid-cap companies the Fund may invest in 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. Fixed income securities will increase or 
decrease in value based on changes in interest rates. If rates increase, the value of the Fund’s fixed income securities generally declines. Other risks 
may include and not limited to hedging strategies, derivatives and commodities.
The views expressed are those of the portfolio manager as of May 2022, 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.

www.johcm.comFund Literature
2203154 - 1a

Source for all data JOHCM/Bloomberg (unless otherwise stated)

http://www.johcm.com
https://www.linkedin.com/company/j-o-hambro-capital-management/
https://www.johcm.com/us/home
https://www.johcm.com/us/our-funds/fund-details-AIT-EMO/johcm-emerging-markets-opportunities-fund-joeix
https://www.johcm.com/us/our-funds/fund-details-AIT-EMO/johcm-emerging-markets-opportunities-fund-joeix

