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After a lackluster 2013 and a rough start to 2014, Emerging Market (EM) equities as represented by the MSCI 
Emerging Market Index have rebounded nicely. As of May 31st, 2014, the index had returned 3.78% for the year 
and is currently up over 10% from the lows seen in February.  
 
These positive returns have garnered investor attention. The latest flow data from Morningstar reveals that 
Diversified Emerging Market mutual funds saw a $2.94 billion net positive in-flow during the first quarter of this 
year and over $26b for the 1-year period ending March 31st. Additionally, the Wall Street Journal recently 
reported that EM mutual funds and ETF’s took in just over $13b during April and May of this year.  
 
Many readers are probably asking themselves, “Why are the Emerging Markets suddenly attracting so much 
attention after such a long period of relatively muted performance?” This is a great question with a few possible 
answers. 
 
First, it’s important to address some potential reasons why 
the Emerging Markets have not performed as well over the 
last few years. Many investors have pointed to the strong 
performance of the US markets as the main culprit to why 
EM has lagged. Over the past 3-5 years, the US has 
continuously been referred to as “the cleanest dirty shirt”. 
This perception, that the US markets offered the least 
amount of risk relative to the rest of the world has led to 
significant capital inflows and price appreciation since 2009. 
 
Other explanations for the relative underperformance 
include: waning demand for commodities, lack of new 
investment flows and poor central bank policy. Many 
Emerging Market countries are net exporters of raw 
commodities such as oil and industrial metals and depend 
on global demand of these materials to support their 
economies. Since the financial crisis in 2008, the global 
demand and prices of many commodities have been well 
below what was seen during the previous decade. 
Furthermore, many Emerging Market countries began 
experiencing decreased liquidity and capital outflows over 
the last few years as many developed market economies 
started recovering and provided more attractive risk-adjusted returns.  
  
The two previous themes, coupled with the fact that several EM countries have struggled to contain their large 
current account deficits, has led many to question their economic stability. Finally, the US Federal Reserve’s 
announcement last summer to start scaling back their quantitative easing program caused many investors to 
continue underweighting or even avoid the Emerging Markets altogether. The rationale being that real rates in 
the US were likely to start normalizing to higher levels and this shift would cause EM yields to look less attractive 
and result in capital outflows. 
 
Currently, many EM countries have started addressing these issues by raising short-term interest rates in hopes 
of strengthening their currencies against the US dollar. Multiple countries have also started electing pro-growth 
leaders in hopes of implementing positive regulatory reforms that support growth. 
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Emerging markets offer access to a burgeoning middle-class that is 
growing at rates much higher than those seen in developed countries. 
According to a recent report by JP Morgan, the Emerging Markets as a 
group make up a significant share of global GDP at roughly 50%. 
Additionally, as the global economy continues to heal, it is possible that 
global demand for commodities will increase and thus put upward 
pressure on prices. This would benefit many EM countries whose 
economies are heavily dependent on commodity exports.  
 
Lastly, many financial pundits have begun noting that a number of 
developed equity markets are close to fair value at their current levels. 
Although the Emerging Markets aren’t cheap, many experts have 
suggested that they are priced to offer significantly more value than 
their developed market counterparts. As of 3/31/2014, investment 
group Research Affiliates noted that the Shiller P/E for EM stood at 
14.0, compared to 25.2 and 15.9 for the US and EAFE markets 
respectively. 
 
In conclusion, the Emerging Markets are by no means a safe 
bet but do offer a compelling story. As a firm, we have 
continued to allocate capital to them in our portfolios and 
believe they have positive growth prospects. With that being 
said, it is very important to understand that each country is 
unique and carries its own risks. We think investors should 
allocate capital to the EM space through the use of actively 
managed investment strategies that are run by experienced 
investment managers. Finally, because the Emerging Markets 
can be volatile, it’s paramount that investors consider all the 
potential risks and take a long-term approach when allocating 
money to them within a portfolio. 
 
As always, please feel free to contact with any questions 
related to this topic or any others.  
 
Matt B. Bailey, CFA 
Portfolio Manager 
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Important Risk and Disclosure Information. Investing has risks, some of which may be substantial depending on the 
objective. Investors should carefully consider their objectives, risk tolerance and time horizon before investing. There is no 
guarantee that investment objectives will be achieved. Diversification does not necessarily ensure a profit or protect against 
a loss. Certain investments discussed may not be liquid. ETF’s, non-traded securities and closed-end funds and other 
investments could be worth more or less than their net asset value when bought or sold. A complete description of risks 
can be found in the prospectus for each investment.    

This material is provided on an informational basis only and should not be construed as a solicitation for any specific 
product or service. The views expressed in this report are those of investment professionals and are current only through 
the date when this was delivered, and are not intended as investment advice or a recommendation to purchase or sell 
specific securities. All discussion of asset allocation and/or portfolio diversification reflects general principles and does not 
represent a recommendation for specific action.  

These opinions may change at any time without notice, and there is no assurance that any securities discussed herein, will 
remain in an account at the time you receive this information. It is not possible to invest directly in an Index. Various index 
names that we refer to may be registered trademarks. Past performance does not predict future results. While every effort 
has been made to verify the information contained herein, we make no representations as to its accuracy.    

Wealth and Pension Services Group, Inc., (WPSGI) and its affiliates and its employees are not in the business of providing 
tax or legal advice. Tax‐related statements, if any, may have been written in connection with the marketing of the 
transaction(s) or matter(s) addressed by these materials, to the extent allowed by applicable law. Any such taxpayer should 
seek advice based on the taxpayer’s particular circumstances from an independent tax advisor. You should only rely on your 
statements from you custodian(s) for definitive information about your accounts, holdings and transactions. While we make 
every effort to ensure the accuracy of reports we provide, our company is a registered investment advisor, not a custodian, 
so we must rely on information from other sources for generating reports and cannot guarantee the accuracy of such 
information.    

WPSGI does not give any representation or warranty as to the reliability, accuracy or completeness of any third party 
material, nor does WPSGI accept any responsibility arising in anyway ( including negligence) for errors in, or omissions from 
such third party material. The fact that third party information was provided through WPSGI does not constitute an 
endorsement, authorization, sponsorship, or affiliation by WPSGI its owners, or its employees. Securities offered through 
Triad Advisors, Inc. Member, FINRA/SIPC. Investment Advisory services offered through Wealth and Pension Services 
Group, Inc.    

Please see form ADV 2 and part B for a complete description of services, conflicts and disclosures. A copy can be requested 
by calling 770-333-0113.  

 


