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Market Commentary 
Emerging market equities registered weak returns during the 
third quarter of 2021 as political overreach in China and an 
uncertain political outlook in Brazil complicated by higher-than
-expected inflationary pressures and uncertainty around the 
timing of the economic recovery pushed equity prices lower. 
Optimism in emerging market equities was high earlier this 
year as vaccine rollouts gained traction globally, economic re-
openings were initiated in many of the world’s largest 
economies, and global growth estimates were revised higher. 
Nevertheless, the persistence of the delta variant, supply chain 
issues, and inflationary pressures have tarnished some of the 
optimism. Global economic expansion continues to be driven 
by monetary and fiscal accommodation and we expect supply 
chain issues will slowly rectify themselves, providing a positive 
environment for the world’s emerging market economies. 
 

The pace of the recovery varied widely across the emerging 
market universe. The outlook for Asian emerging market 
growth has been revised downward due to political 
interference in China and continued lockdowns resulting from 
new outbreaks of the COVID-19 delta variant. During the 
third quarter, lockdowns were imposed, or reimposed, in areas 
of China, India, Indonesia, Malaysia, the Philippines, and 
Thailand. That being said, vaccination rates are rising sharply, 
creating a positive environment moving forward. As 
vaccination rates accelerate in the balance of 2021, GDP 
growth forecasts in emerging markets will likely be revised 
upward. Growth estimates have been revised higher globally 
which bodes well for emerging markets. Increased demand for 
commodities and exported goods is also positive for emerging 
economies. Despite some re-ratings in the global growth 
forecasts, emerging markets are expected to lead the global 
recovery in 2022 and beyond. 
 

The Chinese government’s private sector interference startled 
markets in the third quarter. The first occurrence was in late 
2020 as the Chinese government blocked the Ant Financial 
IPO and announced it was investigating Alibaba for 
monopolistic practices. The investigation resulted in a large 
fine for Alibaba and a restructuring of Ant Financial such that 
profitability would be significantly impaired. The investigation 
appeared to be related to Jack Ma’s criticism of the Communist 
Party’s handling of the economy. The Chinese government 
then announced investigations into several other internet 
platform companies across various sectors, including online 

insurance, for-profit education companies, video gaming 
companies, and gambling. The government has even suggested 
partnering with the tech giants to review data handling 
practices. Finally, President Xi Jinping has suggested that large 
profitable companies need to do more to help the greater 
society. He called for “common prosperity,” where large 
corporations fund social causes, As Chinese income inequality 
is among the highest in advanced economies. The unknowns 
associated with these government actions have caused a 
significant sell-off in Chinese equities. 
 

Complicating the Chinese government actions were worries of 
potential systemic financial system risks stemming from the 
potential collapse of Evergrande. Evergrande is the second 
largest property developer in China, and it made its name in 
residential property. The company owns more than 1,300 
projects in more than 280 cities across China, but its interests 
extend far beyond that. Outside housing, the group has 
invested in electric vehicles, sports, and theme parks. It also 
owns a food and beverage business that sells bottled water, 
groceries, dairy products, and other goods across China. The 
highly leveraged company first ran into trouble last fall when 
the Chinese government set new debt limits for property 
developers. Since this time, the company has been trying to 
raise capital to meet debt service payments, which is fueling 
speculation over potential outcomes including a Beijing-backed 
bailout, restructuring, or default. 
 

Inflationary pressures have been persistent. Rising inflation in 
the emerging markets is driven by pandemic-related 
uncertainty, continued supply chain disruptions, and higher 
energy prices. Generally, inflation is a major problem for 
emerging market economies. However, this rise in inflation is a 
signal of strong economic growth, which is positive for equity 
prices. In addition, the earnings outlook is strong. Some 
inflation can be tolerated, but if it rises to a level where global 
growth is adversely affected, emerging markets may suffer. The 
best-case scenario is one in which there is strong economic 
growth and inflation gradually rises but fails to reach levels that 
would curtail growth. The Confluence macroeconomic team 
feels the inflationary pressures will prove to be transitory and 
will fade as the global reopening comes full circle and global 
supply chains are re-established. 
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 Quarterly Trading Summary 
In mid-August, we reduced our exposure to Chinese equities 
due to perceived government overreach and the imposition of 
regulations. During the past several months, the Chinese 
government has implemented a nearly relentless stream of new 
and forceful regulation that has roiled much of the Chinese 
and Hong Kong equity markets. Chinese President Xi Jinping 
has introduced these heavy-handed regulations on many of the 
country’s most powerful internet and consumer companies for 
a myriad of reasons. China is also forcing these companies to 
redistribute a portion of their earnings to help the lower-
income Chinese in a wealth re-distribution campaign called 
“common prosperity.” Other controls have limited online 
game playing for minors, removed barriers to entry in music 
streaming, and required monopolistic-type platforms to 
become open and transparent. These measures, among others, 
have profit-limiting implications that are somewhat difficult to 
assess. Against this uncertain backdrop, we made the decision 
to sell our positions in Tencent Music Entertainment Group 
(TME), Naspers (NPSNY; Tencent proxy), and Prosus 
(PROSY). The proceeds from these sales were held in cash.  
 

At the end of September, we further reduced our Chinese 
exposure. Casino, restaurant, and resort operator Melco 
Resorts & Entertainment (MLCO) was certainly not immune 
to the cessation of leisure travel brought on by the COVID-19 
pandemic. Melco took aggressive action to streamline its 
operations and spending to protect balance sheet integrity with 
its income flatlining by mandated casino shutdowns. However, 
during the past 12 months, conditions have slowly, but 
steadily, improved. As conditions improved, the Macau 
government announced on September 14 that it planned to 
increase regulation and oversight on gaming companies. 
Melco, along with the rest of the gaming stocks in Macau, fell 
dramatically on this news. Once again, with an ever-uncertain 
regulatory environment, coupled with rising coronavirus 
infections throughout China, we decided to exit this position 
as well. Finally, we sold Chinese retailer Vipshop Holdings 
(VIPS) as a series of missteps and further COVID shutdowns 
have led to softer than expected sales. We did maintain our 
exposure to Chinese e-commerce juggernaut Alibaba (BABA). 
 

The proceeds from the most recent sale were used to increase 
our exposure to India, bringing two positions that were at half-
weight to full positions. We increased  the position in 
MakeMyTrip (MMYT), an Indian online travel company that 
we expect to perform well as the Indian economy reopens and 
the COVID-19 cases and fears begin to wane. The company 
provides online travel services which include flight tickets, 
domestic and international holiday packages, hotel reservations, 
and rail and bus tickets. People are eager to resume traveling 
for vacations and to visit family members who have been 
isolated for nearly two years. We also increased the position in 

ICICI Bank (IBN), a retail bank expected perform well as 
economic activity is restored following the pandemic. The 
Indian economy continues to be underbanked, and these banks 
are able to sell higher margin financial products such as loans, 
insurance products, and wealth management products. Interest 
rates will likely rise as emergency accommodation is removed 
and inflation begins to creep into the economy. Accordingly, 
net interest margins are expected to rise, leading to increased 
profitability. 
 

Performance Review 
The third quarter performance of the MSCI Emerging Markets 
Index was -8.1% in U.S. dollar (USD) terms, underperforming 
the return of developed international markets (MSCI EAFE,    
-0.4%) and the U.S. markets (S&P 500, +0.6%). This was the 
worst quarter for emerging markets since the first quarter of 
2020 when the initial outbreaks of COVID-19 began to spread 
around the world. Most of the weakness during the quarter was 
the result of a significant Chinese market sell-off. Chinese 
equities (falling 18.9% for the quarter) suffered from onerous 
governmental regulations imposed on certain sectors of the 
economy, concerns about the ability of the second largest 
property developer in the country (Evergrande) to meet debt 
service payments, and crippling electricity shortages in some 
regions of the country. Among the regions, Europe, the Middle 
East, and Africa (EMEA) posted the best performance, rising 
4.2%, as Asia and Latin America (LatAm) were much weaker, 
falling 9.6% and 13.3%, respectively. From a sector 
perspective, Energy, Utilities, and Financials posted positive 
returns. Consumer Discretionary, Communication Services, 
Real Estate, and Health Care sectors generally have large 
Chinese exposures and posted returns below those of the 
index. As vaccinations trend higher, global capital expenditures 
begin to restart in a meaningful way, and supply chains are 
restored we expect a strong recovery in emerging market 
economies as we enter 2022. 
 

During the third quarter, the Confluence Emerging Markets 
strategy posted a return of -10.7% (gross of fees). Year-over-
year, the strategy was up +16.7% (gross of fees) versus 
+18.2% for the benchmark. [Net-of-fees returns for the same periods 
were -11.3% QTD and +13.2% year-over-year. See disclosures on p.4 
for fee description; actual investment advisory fees may vary.] 

 

The two best-performing countries within the portfolio on an 
absolute basis were Russia (+12.6%) and Argentina (+7.8%), 
and the worst returns were recorded by Brazil (-19.1%) and 
China (-18.9%). Energy (-0.9%) and Industrials (-3.7%) were 
the strongest sectors during the quarter, while Materials           
(-22.6%) and Consumer Discretionary (-19.4%) were the 
weakest. 
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About Confluence Investment Management LLC     
Confluence Investment Management is an independent Registered Investment Advisor located in St. Louis, Missouri, that provides professional portfolio management and advisory services to institutional and 
individual clients. Confluence’s investment philosophy is based upon independent, fundamental research that integrates evaluation of market cycles, macroeconomics and geopolitical analysis with the firm’s  
value-driven, company-specific approach. The portfolio management philosophy begins by assessing risk and follows through by positioning clients to achieve their income and growth objectives. 

 

Performance Review continued... 
The top contributors and detractors thus far year-to-date: 

 
What We Are Watching 
The outlook is improving for the world’s developing 
economies. This premise is based on several factors, including 
aggressive COVID-19 vaccine distribution programs of 
effective vaccines, interest rates remaining relatively low, 
continued support via monetary and fiscal policy where 
required, and increasing levels of capital spending globally. 
These factors provide an ideal growth backdrop for emerging 
markets. 
 

Supply chains need to be reestablished. This will require that all 
factors of production are available, including sufficient levels 
of labor. Restoration of supply chains should help lessen global 
inflation fears. We expect that results and outcomes will vary 
by country. For instance, LatAm and Africa will continue to be 
challenged by vaccine acquisition/distribution issues, whereas 
the Asian emerging market economies have reopened and 
economic activity is normalizing. 
 

The USD strengthened +1.9% during the third quarter, which 
is reflected in the weaker performance of international and 
emerging market returns relative to the U.S. We expect this 
dollar strength to reverse and reestablish the weakening trend, 
and the macroeconomic environment supports this thesis 
moving forward. Emerging market equities have tended to 
outperform developed international equities and U.S. equities 
during periods of dollar weakness. 
 

We continue to identify countries and regions that have better 
adapted to the pandemic and subsequent recovery. Global 
supply chains are being restored in most emerging market 
economies but bottlenecks persist. We continue to explore the 
emerging market-based Information Technology companies 

that have developed innovative systems and products, keeping 
them in competitive positions. The pandemic “pulled forward” 
the adoption of several trends that are likely to persist. These 
new technologies will provide greater efficiencies, higher 
satisfaction, lower costs, and improved quality of life. 
 

These factors combined with an expected weaker USD bode 
well for emerging market equities. Top-down macro factors, 
bottom-up fundamentals, and favorable valuations are all now 
aligned and support the case for strong equity returns across 
the world’s emerging markets. 
 

Risks to the positive outlook include: 
 Slowdown in global economic activity caused by COVID-

related outbreaks/lockdowns:  
 Persistent problems associated with the delta or any 

new variant 

 Progress in vaccine acquisition/distribution: 
 Eliminating additional lockdowns will help rebuild 

broken supply chains 

 Declining fiscal stimulus on a global scale: 
 The need for massive fiscal stimulus packages has 

softened as global economies reopen 

 Excessive inflation causes emerging market central banks 
to sharply raise rates to combat inflationary pressures: 
 Emerging markets are particularly sensitive to 

inflationary pressures and may react in such a way that 
could severely damage an economic recovery  

 Escalation in tensions within China: 
 Chinese regulatory actions on Chinese companies: 

 Onerous new regulations placed on many of 
China’s most prolific and powerful companies and 
implemented under the objective of wealth re-
distribution, or “common prosperity” 

 Tensions between China and Taiwan escalate 

 Significant shortfall in the power supply: 
 Large increases in energy demand and a desire to reduce 

carbon emissions have pushed energy costs significantly 
higher and resulted in rolling blackouts in China, adding 
to the long list of headwinds facing global supply chains  

 Confluence Investment Management publishes a Weekly 
Energy Report on Thursdays that provides an in-depth 
analysis of this phenomenon; the latest report can be 
found here  

 

A link to these macroeconomic reports, as well as a multitude 
of other research from Confluence Investment Management, 
can be found on our website.   
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(Contribution data shown from a sample account, based on individual stock performance 
and portfolio weighting) 

Security Avg Weight (%) Contribution (%)

Top 5

WuXi Biologics (Cayman) Inc. 4.98 1.09

Yandex N.V. 4.38 0.66

Infosys Limited 2.67 0.56

Wal-Mart de México, S.A.B. de C.V. 2.55 0.45

Sendas Distribuidora S.A. 1.04 0.44

Bottom 5

Ping An Insurance (Group) Company of China, Ltd. 1.74 (0.86)

GDS Holdings Limited 2.06 (0.92)

Tencent Music Entertainment Group Sold (1.27)

Alibaba Group Holding Limited 3.62 (1.44)

Vipshop Holdings Limited Sold (2.54)
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Pure Gross-

of-Fees1 
Net-of-
Fees2 

MSCI EM 

Since  
Inception** 5.9% 2.7% 5.1% 

10-Year* 7.1% 3.9% 6.1% 

5-Year* 7.6% 4.4% 9.2% 

3-Year* 7.3% 4.1% 8.6% 

1-Year 16.7% 13.2% 18.2% 

YTD (4.6%) (6.7%) (1.2%) 

QTD (10.7%) (11.3%) (8.1%) 

Calendar 
Year 

Pure Gross-
of-Fees1 

Net-of-
Fees2 

MSCI EM 
Difference 

(Gross-MSCI 
EM) 

# of 
Portfolios 

Composite 
Assets 
(000s) 

Total Firm 
Assets (000s) 

Composite 
3yr Std Dev 

MSCI EM 
3yr Std Dev 

Composite 
Dispersion 

2009** 10.3% 9.5% 8.5% 1.8%       5  $1,030 - N/A N/A N/A 

2010 13.1% 9.8% 18.9% (5.7%)       5  $1,462 - N/A N/A 0.1% 

2011 (15.7%) (18.2%) (18.4%) 2.7%       7  $2,430 - N/A N/A 0.0% 

2012 11.4% 8.1% 18.2% (6.8%)       4  $2,346 - 18.3% 21.5% 0.8% 

2013 13.5% 10.2% (2.6%) 16.1%       1  $220 - 16.0% 19.0% N/A 

2014 (3.6%) (6.5%) (2.2%) (1.4%)       4  $1,636 - 13.9% 15.0% N/A 

2015 (2.7%) (5.6%) (14.9%) 12.2%       6  $3,218 - 14.7% 14.1% 0.5% 

2016 0.7% (2.3%) 11.2% (10.5%)     17  $6,265 - 15.5% 16.1% 0.2% 

2017 42.7% 38.5% 37.3% 5.4%     16  $9,288 - 15.0% 15.4% 0.8% 

2018 (19.7%) (22.1%) (14.6%) (5.1%)     15  $8,643 $5,486,737 14.8% 14.6% 0.6% 

2019 17.3% 13.9% 18.4% (1.1%)       13  $9,604 $7,044,708 16.0% 14.2% 0.6% 

2020 22.9% 19.2% 18.3% 4.6%       14 $11,350 $6,889,798 21.3% 19.6% 1.9% 

10 Largest Holdings Weight 

WuXi Biologics (Cayman) Inc. 5.5% 

Yandex N.V. 5.3% 

MercadoLibre, Inc. 4.7% 

Taiwan Semiconductor Manufacturing 4.2% 

Huazhu Group Ltd. 3.6% 

PagSeguro Digital Ltd. 3.5% 

Infosys Limited 3.5% 

Tencent Holdings Ltd. 3.4% 

HDFC Bank Limited 3.3% 

ENN Energy Holdings Limited 3.3% 

Sector Allocation  Weight 

Consumer Discretionary 16.0% 

Financials 16.0% 
Information Technology 15.4% 
Communication Services 10.8% 
Consumer Staples 8.3% 
Health Care 8.1% 
Industrials 8.0% 
Materials 5.9% 
Cash 4.4% 

Energy 3.9% 

Utilities 3.2% 

The listing of “10 Largest Holdings” is not a complete list of all stocks in the portfolio or which Confluence may be currently recommending. Application of the investment strategy as of a later date will likely result in changes to 
the listing. Listings of countries and holdings do not represent all of the countries/stocks currently or previously owned in the portfolio or which Confluence may be currently recommending. Sector/country weightings and 
holdings of individual client portfolios in the program may differ, sometimes significantly, from these listings. Contact Confluence for a complete list of holdings.  
 

All investments carry a certain degree of risk, including possible loss of principal. It is important to review your investment objectives, risk tolerance and liquidity needs before choosing an investment style or manager. Equity 
securities are subject to market risk and may decline in value due to adverse company, industry or general economic conditions. 

10 Largest Countries  Weight 

China 32.9% 

India 17.0% 

Brazil 11.4% 

Mexico 8.0% 

Russia 5.3% 

South Korea 4.8% 

Argentina 4.7% 

Taiwan 4.2% 

Hong Kong 2.3% 

Colombia 2.0% 

*Average annualized returns 

**Inception is 10/1/2009 

Portfolio Benchmarks 
MSCI Emerging Markets (Net) Index – Free float-adjusted market capitalization index designed to measure the equity market performance of emerging markets. Performance results are presented net of estimated foreign 

withholding taxes on dividends, interest and capital gains. (Source: Bloomberg) 
(Prior to March 31, 2020, the S&P/BNY Emerging Market ADR Index was shown as a secondary benchmark. This index was removed to  simplify the presentation, being less widely recognized and relevant than the primary benchmark. An 
index is unmanaged and does not incur management fees, transaction costs or other expenses associated with separately managed accounts. It is not possible to invest directly in the index.) 

Confluence Investment Management LLC claims compliance with the Global investment Performance Standards (GIPS®) and has prepared and presented this report in compliance with the GIPS standards. 
Confluence Investment Management LLC has been independently verified for the periods August 1, 2008, through December 31, 2020. The verification report is available upon request. A firm that claims compliance 
with the GIPS standards must establish policies and procedures for complying with all the applicable requirements of the GIPS standards.    
Verification provides assurance on whether the firm's policies and procedures related to composite maintenance, as well as the calculation, presentation, and distribution of performance, have been designed in compliance with the 
GIPS standards and have been implemented on a firm-wide basis. Verification does not provide assurance on the accuracy of any specific performance report. 
GIPS® is a registered trademark of CFA Institute. CFA Institute does not endorse or promote this organization, nor does it warrant the accuracy or quality of the content contained herein. The Emerging Markets Strategy was 
incepted on October 1, 2009, and the current Emerging Markets Composite was created on May 1, 2018. Performance presented prior to May 1, 2018, occurred while the Portfolio Management Team was affiliated with a prior firm 
and was independently verified for the periods of 10/1/1999 through 12/31/2017. The Portfolio Management Team members were the primary individuals responsible for selecting securities to buy and sell. Composite performance is 
typically net of foreign withholding taxes on dividends, interest income and capital gains with some exceptions based on custodian treatment. Confluence Investment Management LLC is an independent registered investment 
adviser. Results are based on fully discretionary accounts under management, including those accounts no longer with the firm.  Past performance is not indicative of future results. The U.S. Dollar is the currency used to express 
performance. Returns are presented gross and net of all fees and include the reinvestment of all income. 
1 Pure gross returns are shown as supplemental information to the disclosures required by the GIPS® standards. 
2 Net-of-fee performance was calculated using the highest applicable annual bundled fee of 3.00% applied quarterly. This fee includes brokerage commissions, portfolio management, consulting services and custodial services. The 
Confluence fee schedule for this composite is as follows: 1.00% on the first $500,000; 0.90% on the next $500,000; and 0.75% over $1,000,000.There are no incentive fees. Clients pay an all-inclusive fee based on a percentage of 
assets under management. The collection of fees produces a compounding effect on the total rate of return net of fees. Subsequent to February 1, 2013, bundled fee accounts make up 100% of the composite for all periods. Actual 
investment advisory fees incurred by clients may vary. Wrap fee schedules are provided by independent wrap sponsors and are available upon request from the respective wrap sponsor. 
Performance prior to February 1, 2013, is based on the Emerging Markets–Direct Composite which was initially created on October 1, 2009. The Emerging Markets–Direct Composite includes accounts that pursue the Emerging 
Markets strategy, but do not have bundled fees. Gross returns from the Emerging Markets–Direct Composite include transaction costs and net-of-fee performance was calculated using the highest applicable annual bundled fee of 
3.00% applied quarterly. A complete list of composite descriptions is available upon request. Policies for valuing investments, calculating performance, and preparing GIPS Reports are available upon request. The annual composite 
dispersion is an equal‐weighted standard deviation, using gross-of-fee returns, calculated for the accounts in the composite for the entire year. Prior to year-end 2018, the annual composite dispersion was an asset-weighted 
standard deviation calculated for accounts in the composite for the entire year. The three-year annualized standard deviation measures the variability of the composite gross returns over the preceding 36-month period. The 
Emerging Markets Composite contains fully discretionary Emerging Markets wrap accounts. The Emerging Markets portfolio invests in U.S.-listed shares of companies from emerging markets.  **Results shown for the year 2009 
represent partial period performance from October 1, 2009, through December 31, 2009.  N/A-Composite Dispersion: Information is not statistically meaningful due to an insufficient number of portfolios in the composite for the entire 
year.  N/A-3yr Std Dev: Composite does not have 3 years of monthly performance history. 

Individual holding performance and contribution methodology as well as a list of every holding’s contribution to the strategy  can be obtained by contacting Confluence. Material is published solely for informational 
purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or investment product. Top 5 contributors/detractors reflects the strategy’s best and worst performers, based on each holding’s 
contribution to the sample account for the period stated. Holdings identified do not represent all of the securities purchased, sold or recommended. Sector and country allocations along with securities mentioned represent a 
portion currently or previously held in a representative (model) portfolio invested in accordance with the stated investment strategy. Information is presented as supplemental information to the disclosures required by GIPS® 
standards. Opinions and estimates are as of a certain date and subject to change without notice. Investment or investment services mentioned may not be suitable to an investor and the investor should seek advice from an 
investment professional, if applicable. Past performance is no guarantee of future results. Investing in securities involves the risk of loss of the amount invested that investors should be prepared to bear. There can be no 
assurance that any investment objective will be achieved or that any investment will be profitable or avoid incurring losses.  Indices: The MSCI Emerging Markets Index is shown as additional information. This index is 
unmanaged. An investor cannot invest directly in an index. It is shown for illustrative purposes only & does not represent the performance of any specific investment. Index returns do not include any expenses, fees or sales 
charges, which would lower performance. 
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