THE START OF A
MULTI-YEAR CYCLE
What drives your positive outlook for emerging markets in 2018?
Transcript of a video recorded on January 8, 2018
Emerging markets in January 2018 look attractive based on their fundamentals, relative
valuations, liquidity and relative strength, explains Nick Niziolek, Co-CIO, Head of
International and Global Strategies and Senior Co-Portfolio Manager.
We remain very positive on emerging markets heading into 2018. And think we could be at the
beginning of a multi-year cycle of emerging market outperformance.
Our top-down view includes reviewing four factors that we compare regionally to identify where the
best opportunities are to allocate our clients’ capital. We look at:
» The fundamentals of the regions that we’re investing in
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» The relative valuations of the areas that we’re investing in
» The liquidity conditions and
» The relative strength.
Looking at the global markets through this lens, emerging markets look very attractive. From a fundamental basis there’s been
significant progress in emerging markets over the last five to six years in both economic and fiscal reforms. These economies have
made significant improvements since the May 2013 Fed taper fear concerns, where we’ve seen progress in both economic and
fiscal reforms. These countries are on a much better footing and we’re starting to see the economic growth as global growth is
starting to improve in a more synchronized fashion. These markets are starting to benefit.
From a valuation perspective emerging markets remain one of the most attractive asset classes, in our opinion. As they’ve
significantly outperformed in recent years, we think with the improvement that we’re seeing in fundamentals, that we’re in a
position to see that valuation gap close.
From the liquidity standpoint with the dollar continuing to be weak here, and our view that the U.S. dollar is likely overvalued
by up to 20% against most major currencies, and the fact that many investors are underweight EM globally, we expect liquidity
conditions to remain favorable towards EM and that will be another positive tailwind for this asset class.
And then from a relative strength perspective we continue to see emerging markets outperform here and we—from a bottom-up
perspective—are finding significant opportunities that justify our overweight there.

From a country perspective, our two favorite emerging markets are both China and India. China is a relative value, relative to the rest of
the emerging markets. We still see significant bottom-up value there, and when we look across our competitor base, China remains a
consensus underweight and we think there’s significant opportunity to be adding more exposure there over the coming years.
India on the other hand is a more fully valued market, a consensus overweight amongst our peers. But when we look out over the next
three to five years and the reforms that have been implemented and the opportunities that exist, we believe India is one of the most
compelling opportunities and that those valuations are more than justified.
When you look across our portfolios, emerging markets remain one of our most favorable areas and one of our most significant
overweights.

WATCH VIDEO

Video recorded 1/8/18.
Opinions, estimates, forecasts, and statements of financial market trends that are based on current
market conditions constitute our judgment and are subject to change without notice. The views and
strategies described may not be suitable for all investors. References to specific securities, asset classes
and financial markets are for illustrative purposes only and are not intended to be, and should not be interpreted as, recommendations. As a result of political or economic instability in foreign countries, there
can be special risks associated with investing in foreign securities, including fluctuations in currency
exchange rates, increased price volatility and difficulty obtaining information. In addition, emerging
markets may present additional risk due to potential for greater economic and political instability in less
developed countries.
Foreign Securities Risk — Risks associated with investing in foreign securities include fluctuations in the
exchange rates of foreign currencies that may affect the U.S. dollar value of a security, the possibility of substantial price volatility as a result of political and economic instability in the foreign country,
less public information about issuers of securities, different securities regulation, different accounting,
auditing and financial reporting standards and less liquidity than in U.S. markets. Emerging Markets Risk
— Emerging market countries may have relatively unstable governments and economies based on only
a few industries, which may cause greater instability. The value of emerging market securities will likely
be particularly sensitive to changes in the economies of such countries. These countries are also more
likely to experience higher levels of inflation, deflation or currency devaluations, which could hurt their
economies and securities markets.
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