
Disappointing Economic Growth in 
Emerging Market Countries

•  Gross domestic product (GDP) 
growth in emerging market 
countries has decelerated relative 
to developed markets. Relative 
GDP growth rates are a key factor 
in determining outperformance of 
emerging versus developed markets.

•  We expect greater diff erentiation 
in market performance between 
manufacturing-led and commodity-
led emerging market economies. 
The former have remained stable 
and the latter have collapsed, 
bearing the brunt of the slowdown 
in emerging markets relative to 
developed markets. 

The Potential Impact of U.S.Interest-
Rate Hikes and a Stronger USD

•   An analysis of historical tightening 
cycles since 1969 shows that emerging 
markets have outperformed developed 
markets during most U.S. rate-hike 
cycles, and we believe the current cycle 
will be similar.

 •  The level of U.S. rates aff ects emerging 
debt markets, which in turn aff ect 
the performance of emerging market 
equities, so we believe it is important 
to monitor emerging market debt fl ows 
to assess potential risks to emerging 
market equities.

•  History shows that in most cases the 
U.S. dollar (USD) has rallied into the 
fi rst hike, then sold off  in a classic “buy 

the rumor and sell the fact” type 
of investor behavior, and the 
current trajectory of the USD since 
Federal Reserve liftoff  seems to be 
consistent with previous episodes.

China Fears: Hard Landing, 
Currency Devaluation, and More

 •  Investors fear China could follow 
the same path as other countries, 
such as Japan and Korea, as it 
transitions from an investment-
led to consumer-led economy. 
While there are serious challenges 
associated with the transition, it 
is important not to ignore the 
progress made, as well as the 
government’s commitment to 
support the economy and its 
room to maneuver.

•  We also believe investor 
expectations of further 
devaluation in the Chinese yuan 
(CNY) have been overly bearish as 
four factors do not seem to support 
devaluation: China’s record trade 
2015 surplus, the health of the 
Chinese consumer, the absence of 
unemployment, and China’s rising 
market share of global exports.

•   Expectations of continued 
currency depreciation have 
diminished foreign-exchange 
(FX) reserves and acceleration in 
capital outfl ows has rung alarm 
bells about the pace of depletion of 
these reserves. However, we expect 
the outfl ows to abate.

Collapse of the 
Commodity Complex

 •  We do not believe the end of the 
commodity boom spells doom for 
emerging markets 

 •  The eff ect of commodity sectors on 
emerging market equities has been 
vastly diminished

 •  70% of MSCI Emerging Markets 
Index countries are net benefi ciaries 
of falling commodity prices

 •  The general perception that 
emerging markets and commodities 
are highly correlated suff ers from an 
anchoring bias. 

What Could Help 
Emerging Markets?

•  Valuations are still attractive, with 
macroeconomic fears priced into 
emerging market equities. 

•  Recent data is showing encouraging 
improvement in corporate 
performance. 

•  Additional factors that could 
support emerging market 
performance relate to 
improvements in economic growth 
and policy communication in China, 
a benign U.S. Fed tightening cycle 
coupled with continued weakness 
in the USD, and a stabilization of 
commodity prices supported by 
curtailment of production. 
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A number of concerns are driving the underperformance of emerging markets. Todd M. McClone, 
CFA, partner, and a portfolio manager for William Blair’s emerging market strategies, examines these 
situations more closely in “What Has Everybody Been Worried About? A Closer Examination of the Angst 
Surrounding Emerging Markets.” Below is an abstract.
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