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Emerging Markets: Renewing
The Promise
After nearly five years of underperformance, emerging market equities have regained some favor from
global investors this year.

KEY TAKEAWAYS
We believe emerging
market fundamentals
are much healthier
now. China’s growth
has stabilized and
other Asian economies
are accelerating. Not
surprisingly, emerging
market corporations
are now becoming
more confident in their
revenue and earnings
growth outlook.

Still, many investors worry about the risks, perceived as well as real. Is it yet another false dawn that
could quickly fade when the U.S. Federal Reserve starts talking more firmly about rate hikes? Or could
the pessimism reappear if commodity prices falter again?
We believe emerging market fundamentals are much healthier now, when compared to recent years.
We do see growth stabilizing in China while India, Indonesia and some of the other Asian economies
are accelerating. Commodity exporters are gradually recovering, also helped by lower political risks.
Unlike earlier, domestic demand has become the growth driver for the emerging world and rate cuts
by central banks are helping consumer spending. Finally, and most importantly, emerging market
corporations are now becoming more confident in their revenue and earnings growth outlook.
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GROWTH DIFFERENTIAL WITH THE DEVELOPED WORLD IS WIDENING
For nearly a decade before the 2008 global financial crisis, the appreciably faster economic growth
in Emerging Markets attracted global investors. At the peak in 2007, emerging and developing
economies were expanding at an annual pace of over 8.5%, compared to around 3% for the
developed world. After the dip in 2008 and 2009, short-term fiscal spending by governments helped
emerging economies accelerate again. However, as commodity prices started to moderate and
global trade slowed, growth in emerging economies cooled off. Last year, when the developed
economies expanded at an average rate of 2%, emerging economies registered a not so
impressive 4%.
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Nevertheless, it now appears likely that emerging markets could regain some momentum and widen
the growth differential with the developed world. The International Monetary Fund estimates that the
average growth rate for emerging markets could rise to 5% annualized by 2020 while the developed
countries are unlikely to expand faster than 2%. Though the pace is nowhere close to the pre-crisis high,
even a moderate acceleration would be much appreciated in a world starved for growth.

EMERGING MARKETS MAY WIDEN THEIR GROWTH DIFFERENTIAL WITH THE DEVELOPED MARKETS
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ENERGY AND COMMODITY PRICES: NOT TOO COLD, NOT TOO HOT
The sharp decline in energy and commodity prices did benefit large importing countries such as
China, South Korea and India recently. But the abrupt fall in export realizations hurt Brazil, Russia and
other emerging countries, and pushed some of them into recession. The weak outlook forced energy
producers and mining groups to cancel or delay capital investments, hurting equipment manufacturers
and their suppliers even in countries that have benefited from low commodity prices. On balance, the
boost from cheaper commodities for the emerging world as a whole fell short of expectations.
After this year’s rebound in the prices of crude oil and other industrial materials such as iron ore, the
outlook for resource exporting countries has brightened. Brazil and Russia are expected to emerge out
of recession, while most Latin American countries should expand faster by next year. At the same time,
commodity prices have not moved high enough to dampen growth rates in China and other resource
importers.

GLOBAL COMMODITY PRICES ARE BEGINNING TO SEE A REBOUND
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INTEREST RATE CUTS TO BOOST CONSUMPTION
Inflation risks have eased in most major emerging economies in recent years, partly helped by low
commodity prices as well as subdued global demand conditions. In addition, infrastructure and other
structural improvements over the last decade have removed some of the inefficiencies that had kept
consumer prices high in several of these countries. As a result, inflation expectations have also lessened
and have allowed central banks in China, India and Indonesia to cut benchmark rates over the last
year. If inflation remains under control, consumers in these countries could see even lower borrowing
costs in the near future.
However, some Latin American countries including Brazil continue to see relatively higher inflation
trends. The steep currency declines last year had pushed up import costs, though the situation has
eased this year as exchange rates have stabilized. The flexibility of central banks in these countries to
cut interest rates is likely to remain restricted in the short to medium term.

Inflation expectations
in most major emerging
economies such as
China, India and
Indonesia have lessened,
allowing their central
banks to cut benchmark
rates over the last year.
If inflation remains under
control, consumers
in these countries
could see even lower
borrowing costs in the
near future.
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GOVERNMENTS IN SELECT COUNTRIES ARE PUSHING REFORMS
After dramatically opening up their economies to join the globalizing world, and enjoying the growth
boost afterwards, governments in several emerging countries lost the urgency to initiate more reforms
to support businesses and make them more competitive. In some countries, governments became
embroiled in corruption scandals and lost the political goodwill to make policy changes. The relatively
new governments in India and Indonesia do not have those constraints and are now pushing
significant policy initiatives. Both governments are also proactively taking steps to reduce corruption
and make it easier to do business in their countries.
Political risks in other emerging countries have also eased, though some of the governments have
become more authoritarian and their policies have become somewhat unpredictable. Brazil has a
new government that has promised policy measures to revive the economy. Governments in South
Africa and Malaysia are facing corruption allegations, but the risk of these governments losing power
appears low. If the political environment calms down further, it is possible that these countries could
see more policy measures that would enable faster economic growth.
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EMERGING MARKET CURRENCIES HAVE RECOVERED
The improved economic growth outlook and lower political risks have helped several emerging market
currencies, led by the Brazilian Real, to recover this year. The reduced prospect of interest rate hikes
by the U.S. Federal Reserve and the negative rate environment in the Euro-zone as well as Japan have
also boosted investment inflows to emerging market assets, raising their currencies further. This recovery
and continuing stability could give global investors more confidence in increasing their exposure to
emerging market assets.
To conclude, the economic and political environment in several large emerging markets has become
more favorable for businesses to grow their revenues and earnings. Years of slow demand growth
have forced emerging market corporations to trim their costs and become more efficient. Some of
them have used this period to invest in capacity expansion that should help them grow their market
share. We are now seeing early signs of a revival in earnings outlook, across most sectors, in emerging
markets. If the environment remains supportive and earnings cycle continues to revive, emerging
market equities may deserve more favorable consideration from international investors.

The improved economic
growth outlook and
lower political risks have
helped several emerging
market currencies to
recover this year. The
reduced prospect of
interest rate hikes by
the U.S. Federal Reserve
and the negative rate
environment in the Eurozone as well as Japan
have also boosted
investment inflows to
emerging market assets,
raising their currencies
further.

This publication is for informational purposes only. This publication is not intended to provide tax, legal, insurance
or other investment advice. Unless otherwise specified, you are solely responsible for determining whether any
investment, security or other product or service is appropriate for you based on your personal investment objectives
and financial situation. You should consult an attorney or tax professional regarding your specific legal or tax situation.
The information contained in this publication does not, in any way, constitute investment advice and should not be
considered a recommendation to buy or sell any security discussed herein or to invest in any particular market or
country. Past performance is not indicative of future results. It should not be assumed that any investment will be
profitable or will equal the performance of any security mentioned herein. Thomas White International, Ltd., may, from
time to time, have a position or interest in, or may buy, sell or otherwise transact in, or with respect to, a particular
security, issuer or market on our own behalf or on behalf of a client account. All holdings are subject to change at any
time.
FORWARD LOOKING STATEMENTS
Certain statements made in this publication may be forward looking. Actual future results or occurrences may
differ significantly from those anticipated in any forward looking statements due to numerous factors. Thomas White
International undertakes no responsibility to update publicly or revise any forward looking statements.
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Are You Positioned for a World of Opportunities?
THE THOMAS WHITE DIFFERENCE
Thomas White International manages $2.1 billion in assets across multiple global, international and
domestic equity mandates. The diverse client base spans public, corporate, endowment, TaftHartley, and separately managed account platforms.

“Our strategy is to
seek smoother, more
consistent returns by
stressing excellent
local stock selection as
opposed to betting on
major country and
sector moves.
To succeed in this
approach, we have
built an exceptional
global research team
that uses our proprietary
techniques to identify
the most attractive
stocks in each of the
major regions of the
world. This in effect is
our trump card.”
—Thomas S. White, Jr.,
Portfolio Manager

We use Proprietary Research. At Thomas White, we value international stocks within distinct valuation
groups based on region, industry, sector, or country, which provide us with an extensive range of
investment opportunities.
Our investment process differs from the crowd. Our approach to valuing common stocks combines
the execution of thorough historical studies, with the application of in-depth fundamental securities
analysis. Valuing global stocks in nearly 50 countries, this industry-based stock selection process
employs tailor-made valuation frameworks refined and tested over the 40-year history of the Thomas
White organization and its predecessors.
Our veteran analysts on average have more than seventeen years of experience working together
as a team. Our research and analysis is generated by our professionals, both in Chicago and in our
Asia office in Bangalore, India, most of whom have spent their entire careers at Thomas White.
Our investment approach seeks to benefit from buying undervalued stocks and selling them when
they return to fair value. Our analysts find that investors tend to overvalue a company against its
industry peers when the intermediate business environment is favorable, producing strong earnings
growth and then undervalue a company when the environment depresses its business outlook. This
pattern is a reflection of human behavior — it occurs in every industry and country around the world.
It is this phenomenon that explains a stock’s wide price swings above and below its intrinsic value
as a business.

For more information, please contact:
Gabriel J. McNerney, CFA
(312) 663-8318
gmcnerney@thomaswhite.com
thomaswhite.com
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