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and traded at a discounted multiple of 9.8×, as deceleration of 
economic activity across the region, together with changes in 
US policies, concerned investors. Specifically, there were fears 
that the US would tighten interest rates and exit quantitative 
easing more rapidly than had been anticipated. As these concerns 
abated, markets recovered rapidly; within a month of the bottom, 
investors had recovered half of their losses, and by late October, 
just five months later, made a full recovery. 

Today we see parallels to 2013, but not to the Asian financial 
crisis. This year’s sell-off has occurred in the context of far 
stronger global growth. A shift in interest rate expectations in the 
first quarter contributed to the initial decline, as it did in the “Taper 
Tantrum.”  There was also a deceleration in economic activity 
in many EM countries during the second quarter, analogous to 
2013, though economic growth remains relatively high. That 
deceleration is now showing signs of stabilizing, just as it did in 
mid-2013. So today’s discounted multiple of 11.2x1 appears 
relatively cheap and presents a potential opportunity. But country 
fundamentals should be examined.  

SIZING UP EMERGING MARKETS’ DECLINE
This year, emerging markets went from a strong contributor to global growth to experiencing a deceleration. Several 
markets have been in the spotlight for their economic troubles, but it’s important to keep in mind that not all emerging 
economies are alike. While trade rhetoric and a slowing Chinese economy will continue to weigh on the sector in the near 
term, we believe staying the course makes sense.

BIPOLAR MARKETS
Emerging markets are inherently riskier than developed 
markets—their governments are often less stable, their 
economies rely on foreign capital and trade, and they can have 
high debt denominated in foreign currency. So experiencing 
some degree of volatility is not unusual. Between 2008 and 
2009, the market swung from down 53% to up 79%; 2012–
2013, it oscillated nearly 21%, and 2015–2016, over 26%. 

After being up over 37% in 2017, so far this year, the MSCI 
Emerging Market (EM) Index has fallen 7.4%1 in US dollar 
terms (Display 1). Emerging markets are battling a trifecta of 
issues—a rising US dollar, higher US interest rates, and trade 
tensions—that has slowed their economic growth. The question 
is whether today’s market fundamentals support the current 
downward move: Is the decline overdone or is there more to 
come? The answer depends on three factors—valuation, country 
fundamentals, and US policies. 

CHEAP, BUT CHEAP ENOUGH?
Emerging markets are trading at a wide valuation discount to 
the US. Normally, there is some gap between the two regions, 
but today, it’s wider, making EM potentially appealing. But is it 
attractive relative to the fundamentals? To answer this question, 
we looked at two other time periods that represent good proxies 
to examine today’s market—1987 during the Asian financial crisis 
and 2013’s “Taper Tantrum.”  

During the Asian financial crisis, many emerging market 
countries had fixed exchange rates, high levels of short-term 
debt denominated in US dollars and current account deficits. 
Currency devaluations caused the markets to fall almost 57% 
from June 1997 through August 1998. At that time, the valuation 
gap widened to 45%. Today, EM looks quite different—most 
countries have flexible exchange rates and many have balanced 
current accounts or even surpluses. More importantly, banking 
systems across these markets are more regulated; there’s greater 
oversight as most emerging markets have made strides improving 
policies to increase flexibility and limit external vulnerabilities. 

The decline in EM that happened between early May and late June 
of 2013, during what is known as the “Taper Tantrum,” was not as 
great as the Asian crisis, but it was still jarring. EM fell 19% 
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Past performance does not guarantee future results. 
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Source: MSCI, AB
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SOME ARE TOO SMALL TO MATTER, BUT…
Emerging markets are made up of a very diverse set of countries 
that have disparate economies, and issues. Some are very strong 
and growing; others are declining or floundering. Last month’s 
Capital Markets Outlook laid out the problems in Turkey and how 
the rising US dollar is hurting their economy. Turkey has a massive 
current account deficit and is largely externally financed, meaning 
they pay for imports primarily through debt issued in non-lira 
currencies. That is not necessarily a problem, unless the value 
of that foreign currency strengthens relative to their own—as it 
has for Turkey. This interplay is happening with other emerging 
countries, but not with all. 

Unlike Turkey and a few others, many have current account 
surpluses, meaning they export more than they import. Even 
those with surpluses who rely on external financing, like Mexico, 
Thailand, and Taiwan, but who have not experienced currency 
weakness relative to the USD, are doing well. But some—Turkey, 
along with Argentina and South Africa—are economically weak. 
They have problems that are unique to their economies, but are 
almost inconsequential to the entire emerging markets complex, 
because they are almost too small to matter. Unless, of course, 
they become more widespread. We don’t think they will because 
their problems are idiosyncratic and none of them plays a big role 
on the global stage. 

ONE IS VERY SIGNIFICANT
China has also shown tremendous weakness this year, but unlike 
the smaller countries, it does matter. Chinese policymakers are 
challenged with carefully managing slowing economic growth 
while strategically navigating the trade war. 

But, fallout from the trade war and/or a policy misstep could be 
highly contagious. And if China’s economic slowdown deepens, 
the effects could be painful; for example, a reduction in demand 
for commodities like iron and copper could hit other EM countries 
that supply those raw materials. 

That said, we think China’s economy is multidimensional—and its 
strengths are often understated. In fact, the domestic economy 
is more resilient to higher tariffs. We think China’s fundamental 
economic health is stronger than widely perceived, which gives 
policymakers room to maneuver when managing the current 
challenges.

US POLICY INFLUENCES
As we mentioned in our discussion on Turkey, the US dollar has 
been strengthening against many EM currencies, and that has 
hurt the cost of imports while making it more difficult to pay back 
US denominated debt. At the same time, the US Federal Reserve 
has implemented a tightening policy by raising interest rates.

Typically, EM interest rates are higher than those in developed 
markets as investors get paid more for taking on the risk of 
EM. But as rates move higher in the US, they attract foreign 
investment away from EM. Since EM growth relies on foreign 

investment, higher US rates generally result in slower EM growth. 
But high rates are not always detrimental to EM. From June 2004 
to June 2006, when the Fed tightened rates by 4.25%, emerging 
markets performed quite well, up over 80%.

POSITIONING
We believe that emerging markets are an important part of an 
equity allocation. Longer term, emerging markets appear to 
offer an interesting opportunity: GDP growth is stronger across 
emerging markets than in developed markets and many countries 
have resilient current account balances with little foreign debt, 
and are less vulnerable to a stronger dollar. Additionally, US 
economic growth is robust, which historically has supported  
EM demand. 

But today, we still need to tread with caution. Sentiment has been 
weak since early in the year on concerns about dollar strength, 
rising US rates, trade tensions between the US and China, and 
contagion risk. These are near-term issues that will likely continue 
to weigh on emerging market equities, despite the valuation 
discount. 

There are no easy answers for EM today. But by looking at market 
and macro conditions through the right lenses, and by looking at 
the idiosyncratic drivers, we are adjusting appropriately for the 
complex environment and positioning for a potential recovery.

 0.6%
 1.5
 (0.2)

 (0.5)%
 (0.7)

 0.3%** 

 4.9
 (2.6)

 10.6%
 (0.8)
 (7.4)

 0.0%
 (1.6)

 1.3%** 

 6.7
 (0.5)

Capital Markets Update

EMERGING MARKETS CONTINUE  
DOWNWARD MOVE

Past performance is not necessarily indicative of future results. 
There is no guarantee that any estimates or forecasts will be realized. 
US stocks are represented by the S&P 500 Index; international developed-
market stocks by the Morgan Stanley Capital International (MSCI) EAFE Index of 
developed markets in Europe, Australasia, and the Far East; emerging-market 
stocks by the MSCI Emerging Markets Index; municipal bonds by the Lipper 
Short/Intermediate Blended Municipal Fund Average; taxable bonds by the 
Bloomberg Barclays US Aggregate Bond Index; hedge funds by the Hedge Fund 
Research Inc.’s (HFRI) Fund of Funds Composite Index; commodities by the MSCI 
ACWI Commodity Producers Index; global real estate by the FTSE EPRA/NAREIT 
Developed Index. An investor cannot invest in an index. These figures do not 
reflect the deduction of management fees and other expenses an investor would 
incur when investing in a fund or separately managed portfolio. See “Information 
About MSCI” at the end of this report.
*Data through September 27, 2018 

**August 31, 2018 
Source: Bloomberg Barclays, FTSE, HFRI, Lipper, MSCI, S&P, and AB
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Information About MSCI
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 indexes or any securities or financial products. This report has not been approved, reviewed, or 
produced by MSCI.

Note to All Readers
The information contained herein reflects, as of the date hereof, the views of AllianceBernstein L.P. (or its applicable affiliate providing this publication) 
(“AllianceBernstein”) and sources believed by AllianceBernstein to be reliable. No representation or warranty is made concerning the accuracy of any data compiled 
herein. In addition, there can be no guarantee that any projection, forecast, or opinion in these materials will be realized. Past performance is neither indicative 
of, nor a guarantee of, future results. The views expressed herein may change at any time subsequent to the date of issue hereof. This material is provided for 
informational purposes only, and under no circumstances may any information contained herein be construed as investment advice. AllianceBernstein does not 
provide tax, legal, or accounting advice. The information contained herein does not take into account your particular investment objectives, financial situation, 
or needs, and you should, in considering this material, discuss your individual circumstances with professionals in those areas before making any decisions. Any 
information contained herein may not be construed as any sales or marketing materials in respect of, or an offer or solicitation for the purchase or sale of, any 
financial instrument, product, or service sponsored or provided by AllianceBernstein L.P. or any affiliate or agent thereof. References to specific securities, if any, 
are presented solely in the context of industry analysis and are not to be considered recommendations by AllianceBernstein. AllianceBernstein and its affiliates 
may have positions in, and may effect transactions in, the markets, industry sectors, and companies described herein.

The [A/B] logo is a registered service mark of AllianceBernstein, and AllianceBernstein® is a registered service mark, used by permission of the owner, 
AllianceBernstein L.P.

This document is provided for informational purposes only, reflecting prevailing market conditions and our judgments as of the date indicated herein. Opinions and 
estimates may be changed without notice and involve a number of assumptions that may not prove valid. Neither this document nor any of its contents may be used 
for any purpose without the consent of AllianceBernstein.
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