
A Challenging Period for Emerging Markets  
 ¡ Chuck Knudsen, portfolio specialist, noted that emerging markets (EMs) equities have faced challenging conditions 

over the last 10-plus years, having meaningfully underperformed their U.S. and other developed market (DM) peers. 
This marked a  sharp reversal for the previous decade as EMs outperformed through China’s supercycle. 

 ¡ Ernest Yeung, portfolio manager of the Emerging Markets Discovery Equity Strategy, attributed the 
underperformance to three principal reasons: (1) The U.S. dollar’s strength relative to EM currencies; (2) China’s 
concentration within the MSCI EM Index; and (3) growth versus value challenges, particularly around commodity-
exporting nations.

 ¡ Mr. Yeung noted that the strength of the U.S. dollar against most currencies had put downward pressure on EM, 
European, and Japanese equity markets. 

 ¡ Today, with global risk tolerance at current lows, the U.S. dollar’s strength has appreciated. However, Mr. Yeung noted 
that, if markets begin to anchor their expectations around the severity and magnitude of any potential recession, 
some of the extreme U.S. dollar positioning could start to unwind. 

 ¡ On China, Mr. Yeung referenced the country’s concentration in the MSCI EM Index—over 31% as of September 26, 
2022—and shared that the country has its own policy cycle that is very distinct from both the U.S. and the rest of 
EMs. Between 2010 and 2015, policy decisions led Chinese equities into a bear market, weighing on returns for the 
broader asset class. However, favorable policy helped fuel innovation and subsequent returns for Chinese equities 
from 2016 to 2020. From 2020 until now, policy has oscillated between accommodating and restrictive, causing 
greater volatility in equity prices. 

 ¡ Mr. Yeung highlighted countries like Brazil, South Africa, Indonesia, and Malaysia. Although they comprise a smaller 
portion of the index, their economies are much more levered to commodity production and exporting. Mr. Yeung 
reminded listeners that commodities performed poorly from 2010 to 2020, attributable in part to a severe divergence 
between the growth and value styles of investing. He noted that commodity-exporting nations have staged a solid 
rally over the last two years, representing a different return driver for the index.
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Current Macroeconomic Backdrop and Implications for EMs
 ¡ Several key macroeconomic factors are currently weighing heavily on global equity markets: high inflation, hawkish 

DM central banks, and slowing growth. Mr. Knudsen inquired about what the impact to EM could be, given this 
backdrop.

 ¡ Fundamentally, EMs’ earnings downcycle began in the first quarter of 2021, coinciding with China’s latest policy 
cycle. Mr. Yeung noted that EM investors were nearly 18 months into this earnings downcycle, which is beginning to 
show signs of reaching a bottom as companies start to cut costs. He noted that U.S. equities are perhaps less well 
down the road, and he, therefore, expects to see more downgrades. Relative valuations for EM stocks are nearing 
trough levels. 

 ¡ From a top-down perspective, DM central banks have been behind the curve and only recently started to tighten 
monetary policy to combat inflation, making it challenging to tell when, and at what level, interest rates may peak 
in DM countries. Conversely, EM central banks have taken a more orthodox approach to monetary policy and are 
generally ahead of the curve. Mr. Yeung believes that many EM countries may be near peak interest rates, potentially 
allowing central banks to ease policy.

China’s Upcoming Party Congress, Future Growth, Geopolitical Relations, and Implications for 
Foreign Investors

 ¡ Mr. Yeung, who resides in Hong Kong, spoke of how challenging it is for foreign investors to understand and grasp 
China’s goals and President Xi Jinping’s priorities. 

 ¡ As a resident, Mr. Yeung stated that President Xi’s no.1 priority remains the same: the survival of the Chinese 
Community Party.

 ¡ He noted the challenges President Xi faces to keep China’s 1.4 billion population happy and that the country 
sometimes has to take a more capitalist position to stimulate job growth; conversely, there are times when the 
economy becomes incredibly imbalanced, and the country must shift toward socialist practices to help keep property 
values, inflation, and income inequality in check. It is this balancing act, Mr. Yeung notes, that underscores why China 
drives its own policy cycle.

 ¡ These policy cycles are self-created and are uncorrelated with foreign policy. While there are individuals focused on 
the relations between China and Taiwan, there are also officials focused on China’s macro conditions and the effects 
that COVID-19 has had on its economy, such as slowing growth and rising unemployment. Mr. Yeung believes now 
is the time to take a contrarian stance and consider Chinese markets, as policy may shift to correct these pandemic-
induced conditions.

 ¡ When asked about the level and direction of China’s gross domestic product (GDP) growth, Mr. Yeung noted that 
GDP growth has decelerated from levels of around 6% to 7%, and we now expect GDP to grow in the range of 3% 
to 5% over the next few years. While slower than historical levels, this growth remains relatively strong compared with 
other parts of the world.

 ¡ Geopolitically, Mr. Yeung believes that the West’s reaction to Russia in the ongoing Russia-Ukraine conflict has served 
as a wake-up call for Beijing. He referenced the sanctions imposed on Russia by the western world, including the 
impact on Russia’s foreign exchange abilities and its removal from the SWIFT banking system. 

 ¡ Any military action between China and Taiwan would impact U.S. supply chains and lead to potentially dire 
consequences and a more strained relationship between China and the U.S. Similarly, China has not supplied any 
Russian aid since the onset of the crisis and looks set to remain on the periphery. 

The Russia-Ukraine Conflict: Implications for Energy Markets and Looking Ahead
 ¡ While Russia has already reduced natural gas supply on the Nord Stream One pipeline to zero, there are other 

pipelines through which natural gas can be transported in Eastern Europe. Hungary, Mr. Yeung shared, continues to 
receive natural gas from Russia due to relatively better relations with Russian leaders.

 ¡ Winter could pose challenges, however, as the alternative transport infrastructure for natural gas is not in place, 
posing concerns this winter for countries like Germany. High energy prices, however, are a global issue and not just 
unique to Europe. A lack of infrastructure capital expenditure (capex) exacerbates these issues across the entire 
energy value chain. 
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 ¡ In terms of stock prices, constrained energy supply has been a tailwind to a certain group of EM countries. Some 
are using this energy shortage as a reason to embark on and expand their oil drilling activities. Additionally, there will 
need to be further investment in energy infrastructure, which could provide interesting investment opportunities.

 ¡ Looking ahead, Mr. Yeung believes that it will take a regime change to potentially make Russia investable once again. 
The odds of that happening in the near term are very low.

What Trends Are Investors Potentially Missing?
 ¡ Mr. Knudsen asked Mr. Yeung if there were any key trends that are going unnoticed by investors in today’s market. 

Sticky inflation, largely induced by nationalism, and a potential capex cycle are two key themes.

 ¡ On inflation, Mr. Yeung believes that we may be nearing peak inflation in some markets, but inflation will remain 
elevated largely due to political friction. He acknowledged that globalization is being deprioritized by many countries. 
A heightened focus on national security means that countries may seek to restock their strategic reserves of key 
commodities and also increase capex to bolster their industrial sectors.

 ¡ On capex specifically, Mr. Yeung noted that around the world—not just in EMs—companies have delayed meaningful 
investment over the last 10 years, spending less than their depreciation. In other words, they have not spent enough 
to keep their businesses operating as going concerns.

 ¡ From an investment perspective, this capex cycle and decreased globalization could create opportunities in select 
capital goods, materials, and financials companies.

Improving Environmental, Social, and Governance Agenda
 ¡ When considering an EM company’s environmental, social, and governance (ESG) agenda, investors must remember 

that the starting point is much lower than that of a DM company. One of the main reasons for this, Mr. Yeung shared, 
is that EM companies lack the internal infrastructure and processes to measure and report their progress on key ESG 
matters to the public market. 

 ¡ However, investors are beginning to see a rising standard in ESG adoption and companies’ willingness to engage on 
key topics. The gap between EM and DM ESG adoption remains large, however, but standards are improving across 
countries and regions.

 ¡ Mr. Yeung believes that incorporating an ESG lens into his investment process can help investors to avoid potential 
value traps. 

Pockets of Opportunities
 ¡ In Mr. Yeung’s view, Mexico presents an exciting opportunity. Mexico’s president, Andrés Manuel López Obrador, 

maintained very tight fiscal and monetary policies during the height of the pandemic, keeping the Mexican peso 
strong relative to many DM currencies. 

 ¡ Chile is another market where taking a contrarian stance can potentially prove valuable. When left-leaning Gabriel 
Boric was elected president last year, the country’s people actually vetoed many of his populist policies, which 
indicated their lack of support for the more radical policies that he might have tried to implement. This has helped 
temper some of the investor concerns around the new administration and potentially bodes well for the future.  



FOR INVESTMENT PROFESSIONALS ONLY. NOT FOR FURTHER DISTRIBUTION.

Additional Disclosures 

Source: MSCI. MSCI and its affiliates and third party sources and providers (collectively, “MSCI”) makes no express or implied warranties or 
representations and shall have no liability whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed 
or used as a basis for other indices or any securities or financial products. This report is not approved, reviewed, or produced by MSCI. Historical MSCI 
data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast or prediction. None of the MSCI data is 
intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be relied 
on as such. 

Important Information 

This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to 
give advice of any nature, including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective 
investors are recommended to seek independent legal, financial and tax advice before making any investment decision. T. Rowe Price group of 
companies including T. Rowe Price Associates, Inc. and/or its affiliates receive revenue from T. Rowe Price investment products and services. Past 
performance is not a reliable indicator of future performance. The value of an investment and any income from it can go down as well as up. 
Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in 
any jurisdiction or to conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee 
the sources' accuracy or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the 
date noted on the material and are subject to change without notice; these views may differ from those of other T. Rowe Price group companies and/or 
associates. Under no circumstances should the material, in whole or in part, be copied or redistributed without consent from T. Rowe Price.

Any specific securities identified and described are for illustrative purposes only and do not represent all of the securities purchased or sold by  
T. Rowe Price. No assumptions should be made that investments in the securities identified and discussed were or will be profitable. The information 
provided should not be considered as a recommendation to purchase or sell a particular security and there is no assurance, as of the date of 
publication, that the securities purchased remain in the portfolio or that securities sold have not been repurchased. Any securities purchased do not 
represent the entire portfolio's holdings and, in the aggregate, may represent a small percentage of the portfolio’s holdings.

International investments can be riskier than U.S. investments due to the adverse effects of currency exchange rates, differences in market structure and 
liquidity, as well as specific country, regional, and economic developments. These risks are generally greater for investments in emerging markets.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the 
material is provided upon specific request.  

It is not intended for distribution to retail investors in any jurisdiction.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to 
Accredited Investors as defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates 
to provide investment management services.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and 
Exchange Commission. For Institutional Investors only.

© 2022 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or 
apart, trademarks of T. Rowe Price Group, Inc.

9/22CCON0127749
202210-2452319


