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RETHINK YOUR
EMERGING MARKET
EQUITY EXPOSURE
The risk of more protectionism in the US is increasing
investors’ concerns about emerging market (EM)
assets. However, global trade retrenchment is a trend
that has been in place since the Global Financial
Crisis (GFC). EM countries have therefore favoured
their own domestic economic dynamics. This will
likely continue or even accelerate. However, at the
micro level, investment selection is now even more
important than before as many individual companies
could be heavily exposed to exports and thus
potentially disrupted by targeted protectionism. Our
high conviction approach has always led us to avoid
export-based companies and to seek exposure to key
domestic trends shaping EM economies and to highquality business models. In our view, being an active
investor in EM is now more essential than ever.
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EM economies now
generally more reliant
on domestic dynamics

At the country level, since 2010, internal domestic dynamics (both consumer
and government spending) in key EM countries have generally been a
stronger driver of growth compared to trade, as shown in the two graphs
below. This is an illustration that since the GFC, EM economies have been
more reliant on their own internal dynamics to support their fledgling
economies against decreasing global trade. Only in the cases of Taiwan and
South Korea has domestic consumption been structurally weak compared
to the contribution of trade to each country’s GDP. Taiwan and South Korea
resemble DM economies (in particular Germany) more than EM economies
with their ageing population, relatively high purchasing power and highly
urbanised population. In India, the “apparent” positive contribution from
trade is in fact reflecting a lower negative trade deficit thanks to taxes being
imposed on gold imports.

FIG. 1 – C
 HANGE IN WEIGHT OF DOMESTIC SPENDING
(AS % OF GDP OVER 2010-2015)

FIG. 2 – C
 HANGE IN WEIGHT OF TRADE BALANCE
(AS % OF GDP OVER 2010-2015)
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Source: National statistics institutes for each country. Data as at end of December 2015.

The Indian government’s recent decision to suddenly replace its INR 500 and
INR 1000 bank notes is an example of a move that can be made to improve an
economy structurally. This decision is targeting the Indian shadow economy,
estimated at 25% of the formal economy, and will contribute to fighting
corruption, enlarging the government’s fiscal base, demonetising the
economy and driving more savings into the banking system.

EM economies now
more solid to withstand
external shocks and
further support
internal dynamics
in wake of more
protectionist US

See important information at the end of this document.

The election of Trump is unlikely to morph into a fully-fledged trade war,
in our view. However, some form of protectionism is to be expected. Under
such pressure, EM countries are likely to continue favouring their own
internal dynamics (domestic consumption, government spending and/or
infrastructure spending) to support their growth. Many of those countries
have the resources to smooth and accompany this ongoing transition.
Generally speaking, their current account gaps have improved since mid-2013
(Fed’s taper tantrum) and their external debt levels are relatively low
compared to DM economies. In addition, on average 85% of EM debt is
held in local currencies, making these economies less directly exposed
to USD appreciation.
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FIG. 3 – CURRENT ACCOUNT GAPS
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FIG. 4 – TOTAL GROSS EXTERNAL DEBT AS % OF GDP
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Over the last few years, trade dynamics have evolved materially. As shown
below, in 2000 advanced economies were the destination of 80% of EM
exports. Today, intra-EM trade has almost doubled in proportion. While it may
have slowed lately due to falling commodity prices, this trend was not altered
by the GFC.
In a post-Trump world, if more protectionism is implemented, this growing
trend of intra-EM trade will likely continue and most likely accelerate.
This could help to smooth out the effects of a potential US retrenchment,
in our view.
In November 2016, post-Trump’s election, at an APEC Economic Leaders’
Meeting in Lima, it was particularly enlightening to hear Chinese
representatives stating that “APEC will capitalise on the opportunity
of the Lima meetings this year to push forward the FTAAP process in
a comprehensive and systemic way. The process of FTAAP shall serve
as a rebuff to anti-globalisation and a toolkit to strengthen Asia-Pacific
regional integration.”
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FIG. 5 – DESTINATION FOR EM EXPORTS (AS % OF TOTAL EXPORTS)
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Source: IMF database, data as at end of December 2015.
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From a companyselection standpoint,
we view a high
conviction approach as
now more appropriate
than ever

From a macro standpoint, we view a somewhat more protectionist US as
a digestible event from an EM perspective. However, from a micro point
of view, investors now need to pay more attention than ever to the individual
companies they are gaining exposure to. A more protectionist policy could
be disruptive for individual business models. For instance, companies listed
in Taiwan and South Korea stand out as their reported sales figures point to
a very high direct exposure to the US.

FIG. 6 – SALES EXPOSURE TO US OF LISTED COMPANIES BY COUNTRY (2015)
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Looking at sub-industries within EM, exposure to the US could also be
extreme, as shown in the chart below. These sub-industries will likely be
the most directly impacted by more targeted protectionism by the US.
FIG. 7 – EM SUB-INDUSTRIES WITH HIGHEST SALES EXPOSURE TO US (2015)
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Our investment philosophy is a high conviction approach focusing on selecting
high-quality, best-in-class companies that we believe have the potential to
create value and provide exposure to structural trends in EMs.
Our investment approach is constructed around two pillars:
 Avoiding companies that are excessively exposed to exogenous factors not
being controlled by management;
 Focusing on companies with structurally superior economic returns,
strong corporate governance, and sustainable competitive advantages.
This disciplined methodology has consistently led us to avoid companies
with export-based business models that are therefore dependent on developed
markets rather than EMs. Indeed, such companies are not strongly linked
to EMs’ attractive internal domestic dynamics (middle class expansion,
modernisation, purchasing power catching up, etc.). In addition, many of
those exporters have very capital-intensive business models with highly
volatile sources of revenues (eg, semiconductors, steel, autos), which we believe
creates too much of a toxic cocktail for generating sustainably solid economic
returns. Furthermore, these business models generally do not have strong
“economic moats” or long-lasting competitive advantages. For instance, they
tend to have weak pricing power or do not benefit from any brand/franchise
effect that could act as a barrier to entry against competition.
As an illustration, companies held in the LO Funds–Emerging High
Conviction portfolio depend on the US for only 3% of their sales, on average.
This helps to explain the outperformance of the Fund versus its benchmark
since the election of Donald Trump.
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FIG. 8 – PERFORMANCE SINCE INCEPTION (30 OCTOBER 2011)
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FIG. 9 – THE TRUMP EFFECT
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IMPORTANT INFORMATION
For professional investor use only.
This material does not constitute an offer or solicitation in any jurisdiction where or to any
person to whom it would be unauthorised or unlawful to do so.
This document has been prepared by Lombard Odier Funds (Europe) S.A. and is issued
by Lombard Odier Asset Management (Europe) Limited, authorised and regulated by the
Financial Conduct Authority (the “FCA”), and entered on the FCA register with registration
number 515393. Lombard Odier Investment Managers (“LOIM”) is a trade name.
The Fund is authorised and regulated by the Luxembourg Supervisory Authority of the
Financial Sector (CSSF) as a UCITS within the meaning of EU Directive 2009/65/EC, as
amended. The management company of the Fund is Lombard Odier Funds (Europe) S.A.
(hereinafter the “Management Company”), a Luxembourg based public limited company
(SA), having its registered office at 291, route d’Arlon, L-1150 Luxembourg, authorised
and regulated by the CSSF as a Management Company within the meaning of EU Directive
2009/65/EC, as amended. The Fund is only registered for public offering in certain
jurisdictions. . The articles of association, the prospectus, the Key Investor Information
Document, the subscription form and the most recent annual and semi-annual reports
are the only official offering documents of the Fund’s shares (the “Offering Documents”).
They are available on http//:www.loim.com or can be requested free of charge at the
registered office of the Fund or of the Management Company, from the distributors of
the Fund or from the local representatives as mentioned below.
Austria. Supervisory Authority: Finanzmarktaufsicht (FMA), Representative: Erste Bank
der österreichischen Sparkassen AG, Graben 21, A-1010 Wien - Belgium. Supervisory
Authority: Autorité des services et marches financiers (FSMA), Representative: CACEIS
Belgium S.A.,Avenue du Port 86C, b320, 1000 Brussels - France. Supervisory Authority:
Autorité des marchés financiers (AMF), Representative: CACEIS Bank, place Valhubert
1-3, F-75013 Paris - Germany. Supervisory Authority: Bundesanstalt für
Finanzdienstleistungsaufsicht (BaFin), Representative: DekaBank Deutsche Girozentrale,
Mainzer Landstraße 16, D-60325 Frankfurt am Main – Italy. Supervisory Authority:
Banca d’Italia (BOI) / ConSob, Paying Agents: Société Générale Securities Services S.p.A.,
Via Benigno Crespi, 19/A - MAC 2, 20159 Milano, State Street Bank S.p.A. Via Ferrante
Aporti, 10, 20125 Milano, Banca Sella Holding S.p.A., Piazza Gaudenzio Sella, 1, 13900
Biella, Allfunds Bank S.A., filiale italianaVia Santa Margherita 7, 20121 Milano,
- Liechtenstein. Supervisory Authority: Finanzmarktaufsicht Liechtenstein (“FMA”),
Representative: Verwaltungs- und Privat-Bank Aktiengesellschaft, Aeulestrasse 6,
LI-9490 Vaduz, LGT Bank AG Herrengasse 12, 9490 Vaduz, Liechtenstein - Netherlands.
Supervisory Authority: Autoriteit Financiële Markten (AFM). Representative: Lombard
Odier Asset Management (Europe) Ltd, Netherlands Branch Herengracht 466, 1017 CA
Amsterdam, The Netherlands- Spain. Supervisory Authority: Comisión Nacional del
Mercado de Valores (CNMV). Representative: Allfunds Bank S.A. C/Nuria, 57 Madrid
- Switzerland. Supervisory Authority: FINMA (Autorité fédérale de surveillance des
marchés financiers), Representative: Lombard Odier Asset Management (Switzerland) SA,
6 av. des Morgines, 1213 Petit-Lancy; Paying agent: Bank Lombard Odier & Co Ltd, 11 rue
de la Corraterie, CH-1204 Geneva. UK. Supervisory Authority: Financial Conduct Authority
(FCA), Representative: Lombard Odier Asset Management (Europe) Limited, Queensberry
House, 3 Old Burlington Street, London W1S3AB.
NOTICE TO RESIDENTS OF THE UNITED KINGDOM The Fund is a Recognised Scheme in
the United Kingdom under the Financial Services & Markets Act 2000. Potential investors
in the United Kingdom are advised that none of the protections afforded by the United
Kingdom regulatory system will apply to an investment in LO Funds and that compensation
will not generally be available under the Financial Services Compensation Scheme. This
document does not itself constitute an offer to provide discretionary or non-discretionary
investment management or advisory services, otherwise than pursuant to an agreement
in compliance with applicable laws, rules and regulations.
An investment in the Fund is not suitable for all investors. There can be no assurance that
the Fund’s investment objective will be achieved or that there will be a return on capital.
Past or estimated performance is not necessarily indicative of future results and no
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assurance can be made that profits will be achieved or that substantial losses will not
be incurred. Where the fund is denominated in a currency other than an investor’s base
currency, changes in the rate of exchange may have an adverse effect on price and
income. All performance figures reflect the reinvestment of interest and dividends and
do not take account the commissions and costs incurred on the issue and redemption of
shares/units; performance figures are estimated and unaudited. Net performance shows
the performance net of fees and expenses for the relevant fund/share class over the
reference period. This document does not contain personalised recommendations or
advice and is not intended to substitute any professional advice on investment in financial
products. Before making an investment in the Fund, an investor should read the entire
Offering Documents, and in particular the risk factors pertaining to an investment in the
Fund, consider carefully the suitability of such investment to his/her particular
circumstances and, where necessary, obtain independent professional advice in respect
of risks, as well as any legal, regulatory, credit, tax, and accounting consequences. This
document is the property of LOIM and is addressed to its recipient exclusively for their
personal use. It may not be reproduced (in whole or in part), transmitted, modified, or
used for any other purpose without the prior written permission of LOIM. It is not intended
for distribution, publication, or use in any jurisdiction where such distribution, publication,
or use would be unlawful. This document contains the opinions of LOIM, as at the date of
issue. The information and analysis contained herein are based on sources believed to be
reliable. However, LOIM does not guarantee the timeliness, accuracy, or completeness of
the information contained in this document, nor does it accept any liability for any loss or
damage resulting from its use. All information and opinions as well as the prices indicated
may change without notice.. Neither this document nor any copy thereof may be sent,
taken into, or distributed in the United States of America, any of its territories or
possessions or areas subject to its jurisdiction, or to or for the benefit of a United States
Person. For this purpose, the term “United States Person” shall mean any citizen, national
or resident of the United States of America, partnership organised or existing in any state,
territory or possession of the United States of America, a corporation organised under
the laws of the United States or of any state, territory or possession thereof, or any
estate or trust that is subject to United States Federal income tax regardless of the
source of its income.
Source of the figures: Unless otherwise stated, figures are prepared by LOIM.
Any benchmarks/indices cited herein are provided for information purposes only.
No benchmark/index is directly comparable to the investment objectives, strategy
or universe of a fund. The performance of a benchmark shall not be indicative of past
or future performance of any fund. It should not be assumed that the relevant fund will
invest in any specific securities that comprise any index, nor should it be understood
to mean that there is a correlation between such fund’s returns and any index returns.
Emerging markets securities may be less liquid and more volatile and are subject to
a number of additional risks including, but not limited to, currency fluctuations and
political instability.
Concentration Risk: Because of the smaller number of stocks held in the portfolio, the
Fund may be subject to greater risks than a more diversified fund. A change in value of
any single holding may affect the overall value of the portfolio more than it would affect
a diversified fund that holds more investments.
Derivative: The strategy may include the use of derivatives. Derivatives often involve a high
degree of financial risk because a relatively small movement in the price of the underlying
security or benchmark may result in a disproportionately large movement in the price of
the derivative and are not suitable for all investors. No representation regarding the
suitability of these instruments and strategies for a particular investor is made.
Views and opinions expressed are for informational purposes only and do not constitute a
recommendation by LOIM to buy, sell or hold any security. Views and opinions are current
as of the date of this presentation and may be subject to change. They should not be
construed as investment advice.
©2016 Lombard Odier IM. All rights reserved.
See important information at the end of this document.
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About Lombard Odier Investment Managers
Lombard Odier IM is the asset management business
of Lombard Odier, focused on institutional investors,
third-party distributors and financial intermediaries.
Lombard Odier has always been wholly owned and
managed by its partners who are responsible for the
day-to-day management of the firm. This independent
structure means that we are able to focus 100% on our
clients rather than shareholders. And our size and focus
mean that we can respond with agility to market events.
www.loim.com

