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Disclaimer: No part of this publication or its 
contents may be copied, downloaded, stored in a 
retrieval system, further transmitted, or otherwise 
reproduced, disseminated, transferred, in any form 
or by any means. This publication is proprietary to 
Palos Management Inc. The information and 
opinions contained herein have been compiled or 
arrived at from sources believed reliable but no 
representation or warranty, express or implied, is 
made as to their accuracy or completeness. The 
information contained herein is not necessarily 
complete and its accuracy is not guaranteed by 
Palos Management Inc. The information provided 
in this material does not constitute investment 
advice and it should not be rely on as such. If you 
have received this communication in error, please 
notify us immediately by electronic mail or 
telephone. The overall views expressed in this 
report are prepared by Palos Management Inc. 
This document may contain certain forward-
looking statements that are not guarantees of 
future performance and future results that could be 
materially different from those mentioned. Past 
performance is not a guarantee of future 
performance. “S&P” is a registered trademark of 
Standard and Poor’s Financial Services LLC. 
“TSX” is a registered trademark of TSX Inc. The 
Bloomberg USD High Yield Corporate Bond Index 
is a rules-based, market-value weighted index 
engineered to measure publicly issued non-
investment grade USD fixed-rate, taxable, 
corporate bonds.  To be included in the index a 
security must have a minimum par amount of 
250MM. 

 
  
 
 
 
 

Palos Weekly Commentary 
 

 Palos Funds 
By Charles Marleau 

 

 

Take Your Vitamins 

 

Jamieson Wellness Inc (JWEL) has been one of 

the most successful Initial public offering’s of 

2017. JWEL did its IPO on July 5, 2017 at $15.75 

and closed 2017 up 41%.  The iconic mineral and 

supplement company is the #1 consumer health 

brand in Canada with a 25% market share in food 

and drug stores. The company’s 2017 highlights 

include revenue growth up 21% to $301 million 

and EBITDA up 31% to $61 million. Strong 

performance highlighted by significant free cash 

flow generation have opened several growth 

opportunities for Jamieson. JWEL is now 

capitalizing on it’s brand equity to drive 

international expansion. International sales 

currently only make up 8% of the company’s 

revenues and have a lot of room to grow, 

particularly in China where Jamieson already has 

a brand presence. JWEL is also focused on 

making accretive acquisitions that will expand the 

company’s margins. Global trends towards health 

and wellness likely support strong organic growth 

for the company. 

 

Jamieson reported an inline Q4 and provided 

promising prospects for the upcoming quarter. 

The company’s cold fighter has seen sales 

accelerate and several new product launches are 

on the horizon, most notably a protein shake that 

includes essential vitamins. Palos looks forward 

to seeing what the company will do as it continues 

to build on its strong balance sheet.   
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Chart 1: Palos Domestic Funds versus Benchmarks (Total Returns)*     

  FundServ NAVPS YTD Returns 

Palos Income Fund L.P. PAL 100 $9.58  -3.39% 

Palos Equity Income Fund - RRSP  PAL 101 $6.35  -3.44% 

Palos Merchant Fund L.P. (Dec 29, 2017) PAL 500 $4.61  15.26% 

Palos WP Growth Fund - RRSP PAL200 $9.52 -10.99% 

S&P TSX Composite     -5.02% 

S&P 500     0.19% 

S&P TSX Venture     -7.98% 
      

Chart 2: Market Data*      

     Value 

US Government 10-Year     2.84% 

Canadian Government 10-Year     2.28% 

Crude Oil Spot     US $67.07 

Gold Spot     US $1,334.60 

US Gov't10-Year/Moody BAA Corp. Spread     181 bps 

USD/CAD Exchange Rate Spot     US $0.7944 

* Period ending Apr 12, 2018   
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 What is New on the Macro Level? 
By Hubert Marleau 

The China-U.S. Conflict: 

I’m relatively calm about the conflict between the 

two countries. Tensions will settle as effective 

channels of communication re-open, which will 

undoubtedly lead to progress. Additionally, there 

is ample time to negotiate a truce and back down. 

Let’s break this up into parts: 

1. If the planned tariffs ever take effect, their 

implications will not be so severe as to derail 

an otherwise thriving global economy.  

2. The focus of the $500 billion trade deficit is 

part of the U.S. strategy to bring China to the 

table. Hopefully this will apply enough 

pressure to acquire greater access to the 

Chinese market and generate stronger IP 

protections. 

3. Chinese officials have sent clear signals 

indicating that they are willing to initiate 

dialogue about opening their markets and 

strengthening intellectual-property rights. On 

Tuesday, President Xi of China confirmed 

Chinese willingness to negotiate the 

curtailment of a full-blown trade conflict and 

commitment to open its economy. Moreover, 

they pledged to ease restrictions on imports, 

promising greater access to the country’s 

financial markets in a high profile 

conciliatory speech at China’s elite Boao 

Forum. Pertaining to intellectual property, the 

crux of the current trade fight, Mr. Xi 

promised to reorganize the IP office and 

support the enforcement of related laws. It 

should be noted, however, that China has a 

“Made in China 2025” plan for AI, robotics 

and aerospace, and they plan to continue to 

expand on these respective industrial policies.  

4. There is nothing that China can do to reduce 

the U.S. trade deficit as it is a direct function 

of the gap between national savings and 

domestic investments.  

5. Significant amounts of corporate lobbying are 
underway in an attempt to prevent disruption 

of value chains. Severe consequences may 

arise if diplomacy is unsuccessful. 

6. Washington will have to take notice that U.S. 

trade policy is causing most of the world to 

rally to China’s side. Many fear that Trump is 

negligently disregarding the WTO’s ability to 

settle disputes. 

7.  China has more to lose in immediate 

economic terms due to their big US export 

market but the U.S stands to lose more in 

immediate political terms from farmers’ 

anger at Trump’s tariffs. According to 

statistics produced by the Bureau of 

Economic Analysts, the total trade deficit 

including goods, services and value-added 

adjustments with China and Hong Kong is 

only $150 billion, a much smaller number 

than the $375 billion deficit that is publicly 

broadcast, undercutting the effectiveness of 

8the sanctions.  

The Japanese tariff experience of the 1990s 

accomplished very little while imposing a 

substantial cost. Every time the U.S. pushes its 

trade strategy, we have a mini-collapse in stock 

prices, and every time there is a pull back, the 

market rallies. One cannot help but wonder how 

credible the threats are. President Trump may be 

overestimating his economic leverage. China can 

afford to wait as they do not have to deal with 

elections. The Trump administration officials, 

including Mr. Trump, have already started to 

soften some of their rhetoric on Chinese tariffs, 

noting that penalties are not imminent and there is 

ample time to work out a deal. It’s interesting to 

note that all of this is happening when we are just 

weeks away from a probable NAFTA agreement. 

In addition, President Trump, in a surprising 

reversal, asked his advisers to look into joining the 

Trans-Pacific Partnership trade pact. I’m more 

bemused than alarmed that currency markets are 

not responding to the threats of a trade war. 

Foreign exchange volatility remains unfazed, 

suggesting that foreign exchange traders do not 

believe the threats will turn into a reality. Indeed, 

the trade dispute is not about the trade deficits, it 

goes much deeper than that. It’s about maintaining 

dominance in the digital world, for a loss would 

reduce the long-term potential of the U.S, 

economy.   

The Current Account Balance 

The reason used by the Trump administration for 

stoking a trade war is steeped in the idea that it is 

unfair that America has a current account deficit 

with China and other countries, and that these 

foreigners are riding on the coat-tails of U.S. 

consumers. This is not true. A proper explanation 
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is needed. The current account balance is an 

accounting identity. There is no empirical 

evidence or theoretical validity that trade 

surpluses are any better or worse for growth than 

deficits. As a rule of thumb, main street describes 

the current account balance in terms of trade and 

service and net money transfers. The reality is that 

the current account balance is the difference 

between national savings and domestic 

investments. If the former is larger than the latter, 

you get a current account surplus, and a deficit if 

it is the other way around. If a current account 

deficit bothers the policymakers, the most direct 

way to deal with it is to implement policies that 

would either lower domestic investments or raise 

national savings, which could result in an 

immediate economic drag. Reducing business 

capital formation would hamper productivity 

growth. Increased private and public savings 

would not be any better for growth as they would 

reduce aggregate spending. Foreign capital is 

naturally attracted to the U.S. beyond what the 

U.S. needs to finance domestic investments and 

budget deficits because the dollar is a reserve 

currency and a safe haven.  

The Economic Consequences of a Real Trade 

War 

History is not kind to trade wars. The costs of 

protectionism, according to conventional 

economic theory, are both inflationary in terms of 

price and deflationary in terms of growth. Tariffs 

move producers away from things that they are 

good at making and towards things that they 

aren’t. A trade war sparked by imposing artificial 

costs (such as tariffs on traded goods) undoes 

productive specialization, making everyone less 

efficient. The most notorious example of self-

defeating protectionism is the Smoot-Hawley 

Tariff Act of 1930, which raised U.S. tariffs on 

more than 20,000 goods. After trading partners 

retaliated, U.S. exports fell more than 60%. The 

measures deepened the Depression with lasting 

effects on diplomacy, prompting many countries 

that had shunned the Soviet Union in the past (like 

Germany and Eastern Europe) to forge ties. 

Globalization and technology have made the 

world even more dependent than it was back then.  

Since 1990, U.S. corporations have wagered 

heavily on hyperglobalization and on the 

continuance of an open-market regime that 

encourages complex value chains that sprawl 

across borders. In the face of 30% tariffs, many 

multinational corporations would be forced to 

move their production to North America where no 

factories exist. This would create a serious 

problem for them. Factories that were built abroad 

to serve globalized production would be 

marginalized and would have to be replaced with 

new capital, and stranded foreign assets would 

have to be written off. Put simply, a full trade war 

would de-globalized the U.S.. In this regard, an 

enormous amount of resources would have to be 

reallocated. Paul Krugman said it well: “you can 

go to war with the capital you have in hand, not 

the capital you’re eventually going to want, and 

stocks are claims on the capital we have now, not 

the capital we’ll need if America goes all in on 

Trumponomics.” 

 

Why is Trump Risking a Trade War? 

There are two plausible rationales: 

Firstly, Washington might think that China will 

succumb because their ability to retaliate in kind 

is all but maxed out. Chinese import from the U.S. 

only totals $150 billion a year. Meanwhile, the 

U.S. imports $500 billion of Chinese goods. 

Unfortunately, it assumes that China would not 

resort to unconventional means like currency 

devaluation and voluntary boycotts. Recent 

experience suggests that they could. Take the 

example of South Korea, when it decided to 

deploy a missile shield against North Korea. With 

lightning speed, state-owned media and social 

media whipped up an unofficial boycott of Korean 

products that devastated Hyundai Motor Co.’s 

business in China. Let’s now take the example of 

Japan when it disputed the ownership of islands 

northeast of Taiwan. Chinese nationalists 

ransacked Toyota Motor and Panasonic Corp. 

There are plenty of methods other than just selling 

U.S. bonds that China could implement to destroy 

value beyond the usual suspects. Think of Boeing, 

General Electric, Apple, United Technology, 

Intel, Qualcomm and Caterpillar. They could all 

very well be locked out of the Belt Road 

Infrastructure. This is only a sample of U.S. 

companies that are in the direct firing line if things 

were to heat up badly. On paper, the U.S. may 

have the stronger hand. A good poker player 

knows that you don’t win by getting the best 

cards, but by knowing your opponent’s 

weaknesses. When a card player doubles down on 

a high-stake bet, it is either a sign of strength or an 

overplayed hand.  

Secondly, Washington might be fearful of losing 

its technological dominance to China. The U.S. is 

home to all of the dominant tech firms. These 

dominant companies can enter a new market 

without incurring costs. Existing software can 

easily serve an unlimited amount of users. All they 
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have to do is translate their interface into the local 

language. These dominant companies can earn 

more money without dishing out any capital. It’s 

capitalism without capital. It so happens that we 

are in a new winner-take-all tech economy which 

by the force of things these IP-owning winners 

end up with massive monopoly rents on top of 

normal profits that translate into very high market 

valuations. This enabling them to capture and 

finance new technological advancements and new 

IP and R&D themselves, without government 

help, into singularity, robotics, AI, and internet of 

things. Herein lies the problem. On the one hand, 

the Europeans are eager to secure their share of 

this monopoly rent from these digital 

multinationals by charging a tax on the data. On 

the other hand, the Chinese want such companies 

to effectively reveal their IP if they want to do 

business in China. The former is somewhat 

acceptable for it could also be a source of 

government revenue for the U.S.. The latter is 

unacceptable for it’s giving away your 

comparative advantage by destroying U.S. 

monopolistic business models by letting local 

players effectively compete. We are living more 

in a winner-take-all economy and less in the old 

competitive economy. The U.S. government is 

essentially arranging its diplomatic guns before 

it's too late behind its digital, software, internet 

and chip giants in the hopes of forcing China to 

open up, thereby allowing his winning firms to 

earn higher monopoly rents. It makes sense if you 

happen to be in that position to get higher rents for 

eventually they could translate into more 

government revenues paid indirectly by non-

residents. There is a hidden reason for the lower 

corporate tax rate, less regulation, and the deal on 

repatriation of foreign hordes of cash. It’s a 

camouflaging way of getting what you want—-

that is make sure that China never supplants the 

U.S. as the world economic hegemon. Ownership 

of the new digital world through AI, robotics and 

technology needs to be concentrated to remain on 

top. Until recently, China’s rapid growth has been 

driven mostly by technology catch-up, exports 

and investment. Today, China is vastly more 

competent in homegrown innovation. Chinese 

companies are already leading the way in the next 

generation of 5G mobile network—necessary for 

implementation of the internet of things —and its 

cyber-warfare capacity is fully on par with the 

U.S. It should be noted that keeping close to the 

cutting edge is not the same thing as defining it. 

Nevertheless, the U.S. is worried and feels that it 

must protect its intellectual property for there is 

no question that it wants to retain its dynamic 

technological advantage and growth. Kenneth 

Rogoff, who inspired part of this missive, argues 

that the coming machine age will be a game 

changer in the battle for hegemony. The point is 

that U.S. technology companies such as 

Microsoft, Alphabet, Intel, Northrop Grumman, 

Blackberry and IBM are racing against Chinese 

universities and government institutions to 

develop quantum computers, a type of processing 

that’s forecast to be so powerful it can transform 

how drug-makers, agricultural companies and 

auto manufactures discover compounds and 

materials. Quantum computing uses the 

movement of subatomic particles to process data 

in amounts that modern computers can’t handle. 

Experts believe that quantum computing could 

bring an encryption “killer app” a code scrambling 

technology that would securitize and capture 

modern global commerce and communications. 

Tony Trippe, managing director of the famed 

Patinformatics, thinks that quantum computing is 

about encrypting data that can’t be broken. It 

would be an “unshackle system”. Patent 

applications at the World Intellectual Property 

Organization shows that Chinese researchers are 

focused on encryption. A nation with quantum 

computing technologies would be able to wreak 

havoc on all systems including military without 

knowing who is really behind it. The OECD called 

China “the second largest scientific powerhouse”. 

At this stage it looks, according to Patinformatics, 

that the U.S. is ahead. Nevertheless, Washington 

doesn't want to drop the ball on this big one for it 

cannot geopolitically afford to be behind the 

curve. 

 

Geopolitical Implications 

 

The revolution in connectivity, communication 

and big data calculation driven by the internet and 

network computers is the transformative 

technology of our era, a force that has upended the 

international order, and the brightest shiny object 

in national-security studies. This is according to 

Graham Allison, author of the “Destined for War: 

Can America and China Escape Thucydides’s 

Trap? The US has already labelled China as a 

“strategic competitor” and China has publicly 

declared that it’s in the midst of a “great 

rejuvenation” confirming that the world’s two 

most powerful countries are locked in a fervent 

rivalry and, in turn, a disruptive threat to Pax 

America in Asia. An area that may matter the most 

because three of four largest economy in the world 

tare in Asia — China, India and Japan. If professor 

Allison is correct in saying that the easternisation 

of technology advancements means an eventual 

transfer of military and diplomatic power to an 

autocratic regime that has no love for western, 

democratic, capitalistic and liberal values, 
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Western anxiety is understandable for it may 

make international politics dangerous. Advanced 

computers and learning machines combined with 

the internet will soon be able to transform 

information from a source of power to become the 

fierce force itself because it will be able to 

download terabytes that can take down an 

electrical grid, incapacitate nuclear-submarine 

fleets, convulse the world’s financial systems and 

steal state secrets. The cyber revolution and 

quantum computing will have disruptive effect on 

the balance of power. The one who has the 

information rules world. It’s showtime. The U.S. 

and China are in a race to patent innovations in the 

next wave of computing. To be clear what the U.S. 

say’s they want and what the Chinese are prepared 

to deliver is probably unbridgeable. What Trump 

should do rather than moving in an unpredictable 

fashion is define a national strategy that will make 

the U.S. undisputed leaders when it comes to 

quantum computing, cyberspace and digital 

science. That’s what President Kennedy did in the 

60s when he promise that NASA would put a man 

on the moon. 

 

If you have any questions about the 
weekly commentary, the securities that 

we follow, or investment ideas,  
please contact us at info@palos.ca 
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