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Third Quarter 

2022 

Confluence Emerging Markets invests primarily in large cap, growth-oriented companies in the emerging markets around the world. The strategy’s 
management team employs both top-down and bottom-up fundamental analysis to identify attractive countries and economic sectors as well as 
high-quality companies worthy of a long-term investment allocation. The portfolio’s primary objective is long-term capital appreciation.  
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Market Commentary 

Emerging market indexes moved lower during the third quarter of 2022 as the stronger U.S. dollar (USD), higher inflation, and a 
possible global recession weighed on equity prices. The MSCI Emerging Markets Index fell by 11.6%, bringing its year-to-date 
return to -27.2%. The problems of high inflation, aggressive central bank tightening, and rising recessionary fears are global in 
nature. Inflationary pressures will continue to weigh on emerging markets, but these pressures may be waning due to the aggressive 
interest rate increases by emerging market central banks. The emerging market banks tended to increase rates earlier and at a faster 
pace than the developed market monetary policy authorities. These economies have a path forward that includes keeping inflation at 
bay, while simultaneously maintaining economic growth. Economies with high-value commodity exports fared much better than 
commodity-importing countries. Slowing global growth would not be positive for most emerging market economies. 
 

Despite inflation metrics remaining elevated, energy costs have fallen from about $120 per barrel in June to less than $90 per barrel 
more recently. Russia’s ability to fund the war in Ukraine with energy proceeds has diminished as Russia is discounting the price to 
encourage China, India, and Turkey to continue to make energy purchases for oil that otherwise would have gone to Europe. The 
European Union’s ban on imported Russian oil is expected to go into effect in December. 
 

China continues to drive emerging market performance. Several geopolitical and economic factors are important here as we enter 
the fourth quarter. President Xi Jinping is set to preside over the country’s 20th National Communist Party Congress in mid-October 
amid escalating tensions with the U.S., and Xi is expected to secure an unprecedented third five-year term. The meeting also outlines 
the party’s broad policy direction moving forward. China’s Zero-COVID policy has been a huge drag on the country’s economic 
growth since Xi feels the political and health costs of a major outbreak overshadow any foreign or domestic dissatisfaction with the 
strict policy. In late August 2022, in an attempt to initiate a sustainable economic recovery, China’s State Council announced a 
comprehensive 19-point policy package of an additional ¥1 trillion ($146 billion) in economic stimulus targeting infrastructure 
projects and credit support for state-owned banks to support infrastructure projects. China is attempting a tedious balancing act of 
injecting additional fiscal and monetary stimulus to jumpstart the economy without incurring too much more sovereign debt. In 
early 2022, Beijing had set a 5.5% GDP growth target for 2022, which currently appears too optimistic. 
 

Further complicating the China story are rising tensions with the U.S. and Taiwan. China fears that the Taiwan/U.S. relationship is 
solidifying, thus China is conducting military exercises and closing waterways around the island to show its displeasure. Moving 
forward, Beijing may choose to enact political interference by boycotting Taiwanese products and sanctioning politicians, NGOs, 
and businesses that it feels are sympathetic to the Taiwanese government. Tense relations between the U.S. and China are delaying 
some bilateral agreements that would deal with issues such as climate change initiatives, Chinese export tariff relief, technology 
sector issues, and measures to improve the overall ease of doing business with China. On a positive note, Chinese authorities and the 
U.S. Securities and Exchange Commission (SEC) reached a preliminary agreement to permit U.S. auditors to inspect the financial 
statements of U.S.-listed Chinese companies. The agreement covers more than 200 securities that faced delisting from U.S. 
exchanges. The 2020 Holding Foreign Companies Accountable Act (HFCAA) permits the SEC to ban companies from trading and 
order them to be delisted from U.S. exchanges if they are found to be in violation of foreign ownership laws or audit requirements. 
China felt that foreign review of financial statements could create national security issues, but under the new agreement, China will 
allow the Public Accounting Oversight Board access to audit working papers and personnel of the impacted U.S.-listed companies.   
 

Additionally, Brazilian elections will influence policy and performance in the future. Initial elections were held on October 2, with 
neither of the two leading candidates able to achieve the simple majority needed to win. Leftist former President Luiz Inácio Lula da 
Silva received 48% of the vote in the first round versus conservative incumbent President Jair Bolsonaro who received 43%. The 
two main issues in the Brazilian election are the economy, including inflation, unemployment, and the potential for economic crisis, 
and social issues such as hunger, poverty, and housing. The winner of the run-off will be the candidate that credibly promises a 
better economic future and addresses some of the social issues outlined above. The next president is expected to oversee better 
economic growth driven by improving economic activity, lower unemployment, and lower inflation, thereby reducing the need for 
an aggressive expansionary fiscal policy. 
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Quarterly Trade Summary 

The investment committee did make one change to the Confluence Emerging Markets portfolio during the third quarter. In 
September, Mexico-based energy company Vista Energy S.A.B. de C.V. (VIST) was added following the sale of China-based energy 
company China Petroleum & Chemical Corporation. Through its subsidiaries, Vista engages in the exploration and production 
(E&P) of oil and gas in Latin America, and the company is making a name for itself as an emerging small cap E&P leader in the 
region. With the bulk of its operations connected to the resource-rich "Vaca Muerta" shale formation in Argentina, Vista is a pure 
play in this area that has attracted significant investment based on favorable economics. The company is using the most modern 
hydraulic fracking technology in the shale, and product yields are in excess of those achieved in the Permian Basin shale in the U.S. 
Vista controls approximately 183,100 acres in this shale formation and also owns producing assets in Mexico. As of December 31, 
2021, it had proven reserves of 181.6 million barrels of oil equivalent. Vista's independent profile stands out compared to the Latin 
American energy giants which are mostly state-owned. While there will always be certain risks in operating in Latin America, 
including Argentina, Vista avoids much of the political interference and governance risks that have historically plagued its peers. The 
addition of new operating wells is driving production growth, which is expected to ramp up over the coming years. Management is 
targeting firmwide total energy production growth of around 14% per annum over the next four years. We find the valuation 
attractive as it trades at a discount to its large cap, state-owned peers in Latin America.   
 

In mid-August, China Petroleum & Chemical Corporation notified the NYSE that it would be applying to voluntarily delist its 
shares from the exchange. The delisting would be effective 10 days following the August 29 filing date. Thus, we exited the position 
prior to the delisting. 
 

Performance Review 

For the third quarter, the MSCI Emerging Markets Index returned -11.6% in USD terms, underperforming the developed 
international markets (MSCI EAFE Index, -9.4%) and the U.S. markets (S&P 500 Index, -4.9%). Much of the weakness during the 
quarter can be attributed to a challenging and dramatic course of events including a strong USD, higher inflation, global monetary 
tightening to minimize the impact of accelerating inflation across the major and emerging economies, and the potential for 
widespread recession. COVID outbreaks are still challenging major Chinese cities and further pressuring global supply chains. As 
mentioned in the Market Commentary section, relations between the U.S. and China have intensified as both countries are 
solidifying supply chains and tensions with Taiwan are heightened. Among the regions, EM Latin America posted the best 
performance by a wide margin (+3.6%) following a resurgence in Brazilian equities, while EM Europe, Middle East, and Africa 
(EMEA) and EM Asia were much weaker, falling 5.3% and 14.0%, respectively. The Chinese market (-22.5%) dragged down the 
MSCI Asian index as COVID lockdowns, slower economic growth, and increasing geopolitical troubles weighed on the benchmark. 
From a sector perspective, Energy (-2.3%), Utilities (-4.1%), and Consumer Staples (-4.5%) recorded the best returns, while 
Communication Services (-19.3%), Real Estate (-19.3%), and Consumer Discretionary (-18.7%) were the worst.  
 

The Confluence Emerging Markets strategy posted a return of -6.1% (gross of fees) for the third quarter of 2022 versus -11.6% for 
the benchmark. Year-over-year, Confluence Emerging Markets returned -27.9% (gross of fees) versus -28.1% for the benchmark 
over the same period. [The strategy net-of-fees returns for the same periods were -6.8% QTD and -30.0% year-over-year. See disclosures on last page 
for fee description; actual investment advisory fees may vary.] 
 

The two best-performing countries within our portfolio on an absolute basis were Argentina (+30.0%) and India (+6.6%), while the 
two worst returns were recorded by Hong Kong (-24.5%) and China (-19.2%). Consumer Discretionary (-0.1%) and Consumer 
Staples (-0.2%) were the strongest sectors during the quarter, and Communication Services (-24.1%) and Health Care (-22.5%) were 
the weakest. 
 

It is important to note that we have seen a sharp style shift 
since September 30, 2020, as emerging markets were 
surfacing from the COVID global shutdown. For most of 
the past decade, the MSCI EM Growth Index outpaced the 
MSCI EM Value Index as growth companies in the emerging 
market economies had performed well. However, year-to-
date, the MSCI EM Index fell 27.2% as the MSCI EM Value 
Index was down 23.3% and the MSCI EM Growth Index 
dropped 30.7%. The Confluence Emerging Markets strategy 
is growth-oriented and tends to perform well in 
environments where growth companies are more 
competitive with their value counterparts. 
 
The year-to-date top contributors and detractors for the 
portfolio are shown in the accompanying table.1 
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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

Sendas Distribuidora S.A. 1.68 0.39

MakeMyTrip Ltd. 3.21 0.38

Localiza Rent a Car S.A. 2.32 0.33

ICICI Bank Ltd. 3.11 0.19

Grupo Financiero Banorte S.A.B. 2.13 0.05

Bottom 5

MercadoLibre Inc. 3.10 (1.42)

Tencent Holdings Ltd. 3.68 (1.60)

Wuxi Biologics Cayman Inc. 3.76 (2.16)

Taiwan Semiconductor Manufacturing Co. Ltd. 4.71 (2.22)

Yandex N.V. 0.94 (4.13)
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What We Are Watching 

Most of the equity losses this quarter came in September, after another rate hike of 75 bps and hawkish commentary from the U.S. 
Federal Reserve heightened fears of a global recession and sparked a broad-based sell-off in risk assets. Recessionary fears have also 
negatively impacted some commodity prices, which moderated and caused commodity-exporting nations to reevaluate their 
monetary and fiscal policies. Inflationary pressures also persist from the supply chain disruptions due to COVID, which have 
improved but are still causing production/shipping bottlenecks, especially in China. New lockdowns in China are now less 
oppressive, but retail sales and production output continue to be depressed.  
 
Inflation rates have remained elevated despite interest rate increases by central banks in the emerging and developed markets. Brazil 
initiated an aggressive monetary tightening plan which seems to have achieved its objectives. Brazil started raising interest rates in 
early 2021 to combat rising inflation in its economy as the SELIC rate was increased from a record-low 2.0% to 13.75% in August 
2022. The Brazilian CPI, after peaking at 12.1% in April 2022, has fallen significantly since and currently sits at 7.2%, a 17-month 
low. Signs that the country’s inflation has peaked provided a lift to growth stocks, a quick recovery in the job market, and an uptick 
in consumer spending, foreshadowing faster-than-expected economic growth. Growth projections for Brazil are rising again and the 
next move in the SELIC rate is expected to be lower. Early moves by the emerging market central banks have slowed the increase in 
inflation, but inflation rates remain stubbornly high in some economies.    
 
U.S. dollar strength is important for international markets, in general, and emerging markets, in particular. A strong USD is generally 
a drag on international equity returns. During the third quarter, the dollar strengthened by an additional 7.1%, bringing the year-to-
date appreciation to 17.3%, and the USD surged following the Federal Reserve’s rate increase in late September. If the Federal 
Reserve feels that it is too far behind the inflation curve, policymakers will likely raise rates and reduce the balance sheet at a faster 
rate than anticipated, potentially leading to a stronger dollar. The Confluence macro team still feels that the USD will not maintain its 
current strength indefinitely; however, it will probably remain strong for the balance of this year. The macroeconomic environment 
supports this thesis moving forward. Historically, 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. Emerging markets 
have weathered the recent weakness in global equities remarkably well. With inflation expectations moderating and peaking in some 
areas, the key question is whether tighter monetary conditions will result in a “soft landing” or a global recession. Provided a 
significant global recession can be avoided, we believe emerging market equities are trading at very attractive valuations relative to 
historical levels and relative to developed markets. Accordingly, relative to developed markets, emerging market equities with 
impressive growth characteristics are now providing higher profitability, higher dividend yields, higher free cash flow yields, and 
return-on-equity profiles that have been improving since the end of 2020. Earnings growth is expected to recover in 2023. 
 

Inflationary pressures are moderating and global supply chains are being restored, but risks to our positive outlook for emerging 
markets include: 

 Excessive inflation causes central banks in both emerging and developed markets to sharply raise rates and reduce liquidity to 
combat inflationary pressures: 

 Aggressive monetary and fiscal policy reductions may cause a global recession. 

 Emerging markets are particularly sensitive to inflationary pressures. 

 Weaker demand could push commodity prices lower, benefiting commodity importers at the expense of commodity-
exporting nations.  

 Prolonged U.S. dollar strength: 

 A strong USD could weaken local currencies, which would exacerbate inflation in the economy. 

 Debt service on USD-denominated emerging market sovereign debt is much more difficult to repay.  

 A slowdown in global economic activity caused by new COVID-related outbreaks and lockdowns, especially in China. 

 Chinese regulatory actions on Chinese companies: 

 Excessive oversight seems to have been relaxed but further rules may be implemented following the 20 th National Congress 
of the Chinese Communist Party in October. 

 Geopolitical tensions escalate: 

 Tensions between the U.S. and China 

 Tensions between China and Taiwan 

 Russia/Ukraine war 

Emerging Markets • International Equity Strategies  
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Performance Composite Returns3 (For Periods Ending September 30, 2022) 

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.)  

*Average annualized returns 

**Inception is 10/1/2009 

See performance disclosures on last page. 

Portfolio Characteristics2 (as of 9/30/2022) 

Calendar 
Year 

Pure Gross-
of-Fees4 

Max Net- 
of-Fees5 

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% 

2021 (11.4%) (14.1%) (2.5%) (8.9%)       9 $8,357 $7,761,687 20.7% 18.3% 0.4% 

10 Largest Holdings Weight 

Grupo Financiero Banorte S.A.B. 4.2% 

Wal-Mart de México S.A.B. de C.V. 4.2% 

MakeMyTrip Ltd. 4.1% 

ICICI Bank Ltd. 3.8% 

HDFC Bank Ltd. 3.8% 

Infosys Ltd. 3.7% 

Localiza Rent a Car S.A. 3.7% 

ENN Energy Holdings Ltd. 3.7% 

Huazhu Group Ltd. 3.7% 

Taiwan Semiconductor Manufacturing  3.7% 

Sector Allocation  Weight 

Consumer Discretionary 16.0% 

Consumer Staples 12.0% 

Energy 4.3% 

Financials 19.5% 

Health Care 5.7% 

Industrials 9.8% 

Information Technology 13.0% 

Materials 6.8% 

Communication Services 5.0% 

Utilities 3.7% 

Cash 4.2% 

10 Largest Countries  Weight 

China 28.2% 

India 21.9% 

Brazil 13.3% 

Mexico 13.1% 

South Korea 4.2% 

Taiwan 3.7% 

Argentina 3.3% 

South Africa 2.4% 

Hong Kong 2.3% 

Peru  1.8% 

 
Since  

Inception** 
10-year* 5-year* 3-year* 1-year YTD QTD 

Emerging Markets 

Pure Gross-of-Fees4 
2.8% 2.4% (3.6%) (2.6%) (27.9%) (22.3%) (6.1%) 

Max Net-of-Fees5 (0.3%) (0.7%) (6.5%) (5.5%) (30.0%) (24.0%) (6.8%) 

MSCI Emerging Markets (Net)  2.1% 1.0% (1.8%) (2.1%) (28.1%) (27.2%) (11.6%) 
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Market & Strategy Commentary—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. Opinions and estimates are as of a certain date and subject to change without notice. Past performance is  no guarantee of future results. Holdings identified do not 
represent all of the securities purchased, sold or recommended. Sector and country allocations represent a portion currently or previously held in a representative (model) portfolio 
invested in accordance with the stated investment strategy.  
 

Investment or investment services mentioned may not be suitable to an investor and the investor should seek advice from an investment professional, if applicable. It is important to 
review your investment objectives, risk tolerance, and liquidity needs before choosing an investment style or manager. All investments carry a certain degree of risk, including possible 
loss of principal, that investors should be prepared to bear. Equity securities are subject to market risk and may decline in value due to adverse company, industry, or general economic 
conditions. 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.   

 

1 Contribution—Table showing the 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. Individual client portfolios in the strategy may differ, sometimes significantly, from these listings. Contact Confluence for a complete list of holdings. 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.  
 
2 Portfolio Characteristics—The listing of “10 Largest Holdings” is not a complete list of all stocks in the portfolio or which Confluence may be current ly 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 individua l client portfolios in the program may differ, sometimes 
significantly, from these listings. 
 

3 Performance Composite Returns—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, 2021. 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. 
4 Pure gross returns are shown as supplemental information to the disclosures required by the GIPS® standards. 
5 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: 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. 
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