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Emerging markets (EM) investors experienced a roller-coaster ride in 2021.

Global economic recovery, inflation, commodity prices and threats of Chinese corporate

regulation were among the main drivers in a year where the broad MSCI EM Index (MSCI EM)

lost 2.54%.

2021 also saw the largest return dispersion in 18 years in favor of the MSCI EM Value In

dex versus the MSCI EM Growth Index, with the former outperforming the latter by 12.47%.

O u r WisdomTree Emerging Markets ex-State-Owned Enterprises Index (EMXSOE) also saw

increased volatility and drawdowns last year as our state-owned enterprise (SOE) screen

slightly tilts the portfolio away from value sectors and into companies with higher

profitability metrics and growth potential.

Time to Recover

EMXSOE’s drawdown from February 2021 to December 2021 ranks the fourth largest since the

Index’s inception in 2014 and is comparable to the one from 2018 when EM Growth

underperformed EM Value. On all previous occasions, drawdowns were close to or in excess

of -20%, and the recovery time was slightly higher than the length of the drawdown.

A common adage in EM investing is to “avoid being a tourist.” Volatility can make

investors skittish and sell at exactly the wrong time. We fear there could be a lot of

EM “tourists” who unwind allocations after a disappointing 2021—we would advise against

this impulse. 

Look at Valuations!

EM carries an important valuation discount relative to U.S. markets, as measured by the 

S&P 500 Index, because these stocks tend to be riskier, and investors require a higher

risk premium. As of the end of 2021, the relative valuation discount between MSCI EM and

the S&P 500 reached a 20-year maximum (minimum) as MSCI EM’s P/E fell north of 36% last

year.
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Lower P/Es are not always strong buy signals, as these can move because of two reasons:

lower (higher) prices and higher (lower) earnings. In the case of EM in 2021, valuations

became more attractive due to both lower prices and increasing earnings. 

The table below shows EMXSOE’s 10 largest holdings along with their starting and ending

P/E ratios.

Except for Infosys, whose P/E increased, and Meituan, which became unprofitable, the

other eight companies saw a reduction in their P/E ratio. 

As we can see in the breakdown columns, this P/E reduction was led by earnings growth

outpacing price growth or, in some cases (Tencent and Alibaba), prices trending

negatively while earnings grew or remained unchanged.

Chinese Regulation and Its Effects on Estimates

As mentioned earlier, one of the main drivers for price movement in 2021 was the Chinese

government’s regulation threat on retail technology companies like Alibaba, Tencent and

JD.com, among others. The extent and impact of this regulation is still unclear, but the
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market’s reaction in most cases was to “sell and wait.” Meanwhile, analysts have

attempted to incorporate these into their top- and bottom-line forecasts. It is

interesting to see how, after the spread in analyst estimates widened with uncertainty

last summer, expectations are for both companies to continue growing albeit at a

slightly slower pace than in the past.

The question is: Did the market pull back too much?

Only time will tell, but we contend that these companies still have stellar growth

trajectories and that valuation discounts between 40% and 50% from year-end 2020 levels

present an attractive entry point. 

Conclusion

After a volatile 2021 driven by headline risk, we expect EM prices to return to being

driven by company fundamentals. As we’ve illustrated with our Alibaba and Tencent

examples, sales estimates have clearly been re-rated lower on account of an uncertain

regulatory backdrop. With that being said, the market seems to have fully priced in this

regulatory risk—and then some. 

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.
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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

Inflation : Characterized by rising price levels.

Commodity : A raw material or primary agricultural product that can be bought and sold.

MSCI Emerging Market Index     : The MSCI Em (Emerging Markets) Index is a free-float

weighted equity index that captures large and mid cap representation across Emerging

Markets (EM) countries.

MSCI Emerging Markets Value Index : A market capitalization-weighted subset of stocks

in the MSCI Emerging Markets Index that have lower share prices relative to their

earnings per share, dividends per share, or lower prices relative to other financial

metrics.

MSCI Emerging Markets Growth Index      : A market capitalization-weighted subset of

stocks in the MSCI Emerging Markets Index that have higher share prices relative to

their earnings or dividends per share.

Volatility : A measure of the dispersion of actual returns around a particular average

level.&nbsp.

Drawdowns : Periods of sustained negative trends of return.

Value : Characterized by lower price levels relative to fundamentals, such as earnings

or dividends. Prices are lower because investors are less certain of the performance of

these fundamentals in the future. This term is also related to the Value Factor, which

associates these stock characteristics with excess returns vs the market over tim.

Growth  : Characterized by higher price levels relative to fundamentals, such as

dividends or earnings. Price levels are higher because investors are willing to pay more

due to their expectations of future improvements in these fundamentals.

Valuation  : Refers to metrics that relate financial statistics for equities to their

price levels to determine if certain attributes, such as earnings or dividends, are

cheap or expensive.

S&P 500 Index : Market capitalization-weighted benchmark of 500 stocks selected by the

Standard and Poor’s Index Committee designed to represent the performance of the leading

industries in the United States economy.

Price-to-earnings (P/E) ratio    : Share price divided by earnings per share. Lower

numbers indicate an ability to access greater amounts of earnings per dollar invested.
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