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UNCONTAINABLE: The first in a 3 part series 

focusing on emerging markets and, in   

particular, China’s ‘peaceful rise’ 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

An independent analysis of the international  

geo-political scene by John Longhurst, Chairman, Tangent Link 

 

The Bottom-line:  

“Containment" as both a geo-political and domestic policy has a long history of failure. It has given 

us WW1 and WW2, as well as many other conflicts. Bill Clinton welcomed China into the WTO. Today, 

'The West', and in particular the US and Japan, are seeking to contain China's geo-political 

expansion. Just like past 'contenders', China has strong claim to sit at least equally with today's 

'incumbents'. Moreover, as the World's largest economy, with 5tn to spend on its mercantilist goals, 

there is little that can be realistically done to restrict China achieving its long term goals, even those 

that mean reducing the status of The West in a regional and global context.  

 

Elsewhere in Emerging (and Frontier Markets), 'the crowd' is increasingly dislocating the political 

status quo. From Mosul to Nigeria - 'the masses' simply refuse to be contained any longer, and 

'terrorism' is on the increase. We see ongoing pain as the pillars (and many borders) of the post-

1945 global order come tumbling down.  

 

At the heart of the various stresses is the imperative to feed and employ a growing world population 

set against restricted resources, and ever increasing automation of labour. Trade protectionism, 

already sharply up, will rise further, and resource conflict will increase, but also in new areas. We 

see 'water wars' joining the lexicon alongside 'energy' in due course. We see the biggest 'winners' 

from the new order including China, Southern Africa, Israel and 'East European EU'.   

 



 

 

 

 

 

The arrogance of incumbency: 

 

 

In 1980, a paper from the then influential Club of Rome spoke generously about The West's 

responsibility to lift the billions of people in the '2nd and 3rd World' out of poverty. What those 

'experts' failed to consider was that the emergence of the WTO and of multi-national 

businesses as the dominant global corporate structure would result in the de-employment of 

millions in the West, and secular wage deflation for tens of millions more. We have moved from 

a World that has rich and poor States, toward a World full of countries that have rich and poor 

people. Gini coefficients have moved up, in near unison, globally. 

 

 

 

Competitive Containment:  

 

The rise of Germany and Japan versus the incumbent UK/French/US in the early 20th Century 

was the last major clash globally, but ‘The Great Game’ had been in play for years. When 

considering China today, its leadership has the challenge of lifting 1.3bn people out of poverty 

via 7% compound GDP growth in the years to come. Such a task can only be achieved for 

what is already the World's largest economy, by re-writing many of the 'rules' put in place by 

the 1945 victors.  

 

China's trade alone will soon dwarf the rest of Asia. It's energy needs will be more than double 

the US within a decade. Those states that sit outside Asia, or are so small as to 'not matter', 

have plenty of upside from all that is China. It is those that will be dislocated by China's rise 

that seek to restrain it.  

 

We see Prime Minister Abe's efforts to garner support for a southern Asian arc to counter China, 

as a particular folly.  

 

 

 

 

 



 

 

 

 

 

China is no Snow White: 

 

China's leadership bristles so greatly against 'Western Powers', in part because it seeks to 

contain its own competitors. India's new Prime Minister has entered the role with an Indian 

Ocean stuffed with Chinese ports, and PLAN officers stating they intend to dominate key trade 

routes no matter where they are. The same can be expected in dealings with Vietnam and 

other South China Sea states. 

 

 

 

The employment imperative: 

 

A senior Chinese politician was asked during a private lunch recently; "20 years from now, what 

will China import?". After a barrage of anti-American remarks, the essence of the answer was, 

"raw materials and water (via cereal imports from Chinese owned farms in Latin America and 

Africa)". Rather like the USA in the 1920's, China is fast becoming the producer of 'everything' 

(one is reminded of the East India Company buying tea during the Qing Dynasty and being 

told that only silver was acceptable, as China 'had no need for imported goods; it was self- 

sufficient in all it needed).  

 

As China moves inexorably up value chains, high tech imports will gradually shrink, and it will 

become a mass producer/exporter of the most complex products and systems. We see certain 

Western brands like BMW continuing to do well inside China, but Chinese regulations will 

increasingly force all the value added to be produced in China. China's rise has come at the 

most difficult time for The West. Globalisation is hollowing out the middle class (and dominant 

tax source), forcing countries to compete on corporate taxes and currency devaluations (via 

money printing).  

 

The number of complaints dealt with by the WTO has risen five-fold over the past decade, and 

more than 40% of them involve China. We see a >50% chance that China eventually exits the 

WTO as it will no longer see the need for membership. The WTO itself will be seen by China as 

a 'Western Containment Agency'. 

 

 



 

 

 

 

 

 

Who needs the World Bank and IMF? 

 

China's newly announced Emerging Market infrastructure banks (the BRIC bank and AIIB) each 

have 100bn of mainly Chinese money to play with, to invest in the build-out of Latin America 

and Asia. An African Development Bank will surely come from Beijing in due course too.  

 

Why have these two banks come about? For years, China and other EM's have (rightly) 

complained that the World Bank/IMF focus on Europe/US political priorities and have funding 

that historically favoured buying US/European goods. So rather than keep fighting an uphill 

struggle, China has tapped its 5tn of foreign reserves to start its own 'geo-political' banks and 

unlike its Western peers, we suspect funding will be more reliable now that US Congress isn't 

involved.  

 

Financial containment by the West failed. It is amusing to see that the UK has admitted as much 

by allowing Chinese banks licences on terms that have enraged the US. China's greatest 

challenge with these new banks is how it can withdraw itself from its perennial habit of giving 

big loans, but insisting that Chinese labour is shipped in to install/build Chinese produced 

equipment (or build the roads/dams financed by the Chinese loan). Colonialism by another 

name? YOU BET! And Africa is onto them.  

 

Challenges ahead, we think. China's Economic Hit Men will need to change their ways to really 

keep the IMF/World Bank at bay. 

 

 

 

Emerging Market Defence spending: 

 

When you look at the growing global tensions, whether it be resources, employment or 

borders, the ongoing Asian arms race in particular is unlikely to abate. Same too for the Middle 

East. Even Eastern European NATO is spending more, courtesy of Mr Putin. We live in a 

dangerous world. Owning defence stocks doesn't seem a dumb decision. 

 

  



 

 

 

 

 

Containment Quiz: 

 

What world-changing event occurred on December 7th 1941? Spot on, "Pearl Harbour"! What 

about August 1st 1941, four months earlier? Had to Google it? Answer: The US put an embargo 

on oil and scrap metal exports to Japan (the US accounted for 88% of Japan's imported oil 

and 75% of its scrap metal imports), in an effort to restrict Japan's Imperialist advances in North 

Asia.  

 

Shocked by its hitherto friend's actions, and faced with the collapse of the Japanese 

economy, Prime Minister Tojo's military government, rather than stepping back from its quest 

to mirror Britain in Asia, went South, and East. When thinking about China's nine-dot line in the 

South China Sea, or its claims in the East China Sea, does anyone seriously believe 

containment will work? In Washington and Tokyo, yes, it seems. This can only end badly. 

 

 

 

“In-State Containment”: 

 

The concept of unhappy masses being ruled by a minority elite has been with us for thousands 

of years. The past 4-5 years has seen a structural breakout from this model across the planet. 

Unfortunately, because of the nature of transition, you rarely get an orderly shift to the new, 

less autocratic structure.  

 

The collapse of the USSR, and 'Arab Spring' states are sad examples. Shifting from one 

autocratic model to another (Iran, Cuba, Russia 1917) also leaves the masses in a poor 

condition in a global context. The key to success is money and honest government. East 

Germany is an example of a transition that didn't end as a failed state, although you can 

argue that was merely reunification.  

 

Post-Empire India is a reasonable example, but even there, poverty reigns still, and ethnic 

tensions abound. Stewardship and rich global friends are key to success. 

 

 

 



 

 

 

 

 

Where do we feel good? 

 

 

Amidst all the gloom, there are a lot of Emerging Market states that have made or are 

successfully making the transition to 'rich country' status. Well run EU members in the 'post 

contained' East, such as Poland and Estonia in particular, are shining examples, and their 

outlook is strong.  

 

So too Israel, which has transformed into not only the regional superpower (with a full nuclear 

triad), but a global technology and start-up powerhouse. It faced down those states seeking 

to hinder and contain it, and it has emerged as regionally dominant. A key common 

component is stewardship, and this is the topic of the second note in the series, coming soon.... 
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John spent 28 years as an investment analyst and fund manager, with a focus on global 

defence/aerospace industries, interactive media and industrial as well as broader cyber and 

geopolitical areas. Starting with James Capel in 1986, John attained a No.1 ranking aged 21 

and was the youngest ever top ranked analyst in competitive polls from 1988 until 1996, 

when he joined Capital Group Companies of Los Angeles, one of the world's leading fund 

management companies, managing more than $1tn of client assets.  

 

After becoming a senior Shareholder at Capital Group, he moved to PIMCO in 2011, as Head 

of Emerging Markets equity research, and PIMCO's first Equity Research Director. PIMCO is 

one of the world's top-5 global fund managers by assets, managing more than $2tn of client 

assets.  

 

John was voted by Defence News as one of the 100 most influential people in the US 

Defence Establishment, and maintains a global defence and cyber network. He has been 

actively involved in start-up companies over the past decade, acting as CEO or Executive 

Chairman in an unpaid capacity. 

 


