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This week Professor Siegel and I chatted with Gavin Serkin, Emerging Markets (EM) Editor

at Bloomberg News. Gavin recently wrote a book called Frontier: Exploring the Top Ten

Emerging Markets of Tomorrow. The book contains an excellent narrative of Gavin’s trips

and is well worth reading for anyone exploring investments in the region. We also spoke

to Worth Wray, Chief Strategist at Mauldin Economics, whose current focus is also on EM

and the implications of a stronger U.S. dollar.   The Future Emerging Markets    Gavin

polled top-ranking money managers for their hit lists of countries for investments over

the next five to ten years, and then he asked if he could travel to those countries with

them. He ended up creating a list of top 10 countries whose dynamics today may suggest

potential for sustained growth in the future. The top four countries on his list—based

on opportunities for long-term allocations—are Nigeria, Vietnam, Argentina and Saudi

Arabia. Optimism for Nigeria, Gavin’s top-ranked country, stems primarily from the

potential for a rise in its consumer base due to its healthy demographics. According to

the United Nations, Nigeria has the potential to become the third most populous country

in the world by 20501 and also boasts the highest percentage of people under the age of

15 today. This demographic trend, along with Nigeria’s rich mineral wealth, will likely

serve as a tailwind for economic growth in the years ahead. Further, Nigeria is coming

from such a low base—in terms of low income, lack of disposable wealth, inefficient

taxation systems and bad infrastructure—that there are bound to be many changes over the

years, and this growth could eventually rival China’s.   Saudi Arabia Culture Shock We

found Gavin’s discussion on Saudi Arabia particularly noteworthy. Saudi Arabia has been

closed to foreign investors and is potentially opening up as early as this year. Given

Saudi Arabia’s size, Gavin speculated that the region could skip inclusion into the

frontier indexes and instead be added directly to broader emerging market indexes.

Again, because of its size, it could eventually achieve greater weights in these indexes

than such countries as Turkey.   The Biggest Unknown: Governments    In discussing the

single most important factor in determining the future for these frontier and emerging

markets, both Gavin and Worth brought up the relevance of their governments. In the case

of Nigeria, while president-elect Muhammadu Buhari is relatively untested in his

capacity of serving as a market friendly president and has previously had a track record

of being a military dictator in the 1980s, if successful in his fight against

corruption, he could set the stage for significant growth in the years ahead.   China’s

Great Leap Forward   Worth Wray offered a very interesting perspective on China.

Together with his colleague John Mauldin, he is about to publish a book on China called

A Great Leap Forward. Worth noted the unexpected performance in Chinese equity markets

since last summer. He mentioned that a Renminbi (RMB) devaluation may be a forced

outcome for Beijing in order to sustain this equity market rally and to combat the

competitive pressures from the strong U.S. dollar and weak euro and yen. Worth believes

the Chinese government must moderate growth expectations from above 7% to between 4% and

5% and do whatever it takes to transition to a more stable path. The alternative is for

the government to drive Chinese growth through credit expansion and excessive monetary

stimulus, which he believes could lead to a financial crisis the size of which would

make the 2008–2009 U.S. financial crisis pale in comparison.   Strong U.S. Dollar and

Its Implications  Worth pointed to a speech by Federal Reserve (Fed) vice chairman

Stanley Fischer in late 2014, where he said that the Fed will focus on the U.S. economy
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but has a responsibility to communicate its policy intentions to the rest of the world

such that policy makers can prepare in advance. The Fed’s forward guidance and

communication has steadily been trending toward tightening policy, although this has

been mixed with softening assessments of the U.S. economy. Consequently, expectations

for the forward curve have come down, and this might provide a reprieve to EM nations

that may still be fragile in an environment of higher U.S. rates. Separately, Gavin

commented on the biggest surprise in the markets year-to-date (YTD): Russia, whose

equity performance has caught markets off guard. Not only is Russia one of the top-

performing markets in EM YTD, but its currency has also been appreciating. U.S.

investors have been caught short on this trade and many are starting to go back in full

force, driving performance even higher. Gavin also believes there is no indication that

sanctions will be ratcheted up any further. Fed Future Trajectory   Wrapping up this

week’s conversation, Professor Siegel reiterated his belief that the Fed will continue

to remain accommodative on the monetary policy front, given U.S. dollar strength, the

weak payroll report and lackluster inflationary pressures. Read the Conversations with

Professor Siegel Series here.         1Source: United Nations, Department of Economics

and Social Affairs, World Population Prospects: 2012 Revision, June 2013.

Important Risks Related to this Article

Foreign investing involves special risks, such as risk of loss from currency fluctuation

or political or economic uncertainty. Investments in emerging, offshore or frontier

markets are generally less liquid and less efficient than investments in developed

markets and are subject to additional risks, such as risks of adverse governmental

regulation and intervention or political developments.

For standardized performance and the most recent month-end performance click here NOTE,

this material is intended for electronic use only. Individuals who intend to print and

physically deliver to an investor must print the monthly performance report to accompany

this blog.

For more investing insights, check out our Economic & Market Outlook

View the online version of this article here.
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IMPORTANT INFORMATION

U.S. investors only: Click    here to obtain a WisdomTree ETF prospectus which      

contains investment objectives, risks, charges, expenses, and other information;

read and consider carefully before investing.

There are risks involved with investing, including possible loss of principal. Foreign

investing involves currency, political and economic risk. Funds focusing on a single

country, sector and/or funds that emphasize investments in smaller companies may

experience greater price volatility. Investments in emerging markets, currency, fixed

income and alternative investments include additional risks. Please see prospectus for

discussion of risks.

 

Past performance is not indicative of future results. This material contains the

opinions of the author, which are subject to change, and should not to be considered or

interpreted as a recommendation to participate in any particular trading strategy, or

deemed to be an offer or sale of any investment product and it should not be relied on

as such. There is no guarantee that any strategies discussed will work under all market

conditions. This material represents an assessment of the market environment at a

specific time and is not intended to be a forecast of future events or a guarantee of

future results. This material should not be relied upon as research or investment advice

regarding any security in particular. The user of this information assumes the entire

risk of any use made of the information provided herein. Neither WisdomTree nor its

affiliates, nor Foreside Fund Services, LLC, or its affiliates provide tax or legal

advice. Investors seeking tax or legal advice should consult their tax or legal advisor.

Unless expressly stated otherwise the opinions, interpretations or findings expressed

herein do not necessarily represent the views of WisdomTree or any of its affiliates.

 

The MSCI information may only be used for your internal use, may not be reproduced or

re-disseminated in any form and may not be used as a basis for or component of any

financial instruments or products or indexes. None of the MSCI information 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. Historical data and

analysis should not be taken as an indication or guarantee of any future performance

analysis, forecast or prediction. The MSCI information is provided on an “as is” basis

and the user of this information assumes the entire risk of any use made of this

information. MSCI, each of its affiliates and each entity involved in compiling,

computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly

disclaims all warranties. With respect to this information, in no event shall any MSCI

Party have any liability for any direct, indirect, special, incidental, punitive,

consequential (including loss profits) or any other damages (www.msci.com)

 

Jonathan Steinberg, Jeremy Schwartz, Rick Harper, Christopher Gannatti, Bradley Krom,

Tripp Zimmerman, Michael Barrer, Anita Rausch, Kevin Flanagan, Brendan Loftus, Joseph

Tenaglia, Jeff Weniger, Matt Wagner, Alejandro Saltiel, Ryan Krystopowicz, Jianing Wu,

and Brian Manby are registered representatives of Foreside Fund Services, LLC.

 WisdomTree Funds are distributed by Foreside Fund Services, LLC, in the U.S. only.

You cannot invest directly in an index.
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DEFINITIONS

Renminbi (RMB) : is the official currency of the People’s Republic of China.

Federal Reserve   : The Federal Reserve System is the central banking system of the

United States.

Forward guidance   : A central bank policy tool intended to guide market expectations

regarding the future of policy rates.

Tighten : a decline in the amount of compensation bond holders require to lend to risky

borrowers. When spreads tighten, the market is implying that borrowers pose less risk to

lenders.

Curve  : Refers to the yield curve. Positioning on the yield curve is important to

investors, especially during non-parallel shifts.

Monetary policy   : Actions of a central bank or other regulatory committee that

determine the size and rate of growth of the money supply, which in turn affects

interest rates.

Inflation : Characterized by rising price levels.
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