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Fourth Quarter 

2023 

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 higher during the fourth quarter of 2023, rebounding from the first negative quarterly return since 
Q3 2022. Expectations for emerging markets at the onset of 2023 were low due to slowing global growth and fears of a recession 
following the fastest increase in interest rates in decades, further complicated by the wars in Ukraine and the Middle East and 
persistent inflation. At mid-year, emerging market performance struggled as persistent inflation forced global central banks to adopt 
a “higher for longer” attitude toward policy rates, pressuring economic growth in both developed and emerging markets. The global 
recession was avoided due to the reopening of the Chinese economy post-COVID, large fiscal spending packages in Europe and the 
United States, and increased spending from the American consumer. The strong performance of global equities in the fourth quarter 
was largely due to falling inflation and anticipated rate cuts by central banks around the world, which are expected to begin by mid-
year 2024 in the world’s developed economies. Meanwhile, in the emerging markets, some central banks initiated easing cycles in 
2023, the most notable being Hungary (May), China (June), Chile (July), and Brazil (August). Despite the strong performance in 
2023, emerging markets did not fully regain the losses from 2022.   
 

2024 is shaping up to be an interesting year. Elections scheduled in the developed and emerging markets are numerous and may 
impact  geopolitics, economic reform, and even global supply chains. Elections will be held in emerging market countries accounting 
for over one-third of emerging market GDP. Elections of particular interest are those in Taiwan at the beginning of the year and in 
the U.S. at the end of the year. These elections will impact the global economic fracturing occurring between the U.S. and China-led 
economic blocs. Taiwan’s outgoing president of the Democratic Progressive Party, Tsai Ing-wen, is most likely to be replaced by 
another member of the same party, Lai Ching-te, which may result in a more volatile relationship with China. Implications of the 
U.S. election mean relations are likely to remain tense under either candidate, with the approach unilateral under a Trump victory 
and more multi-lateral under a Biden administration. Under the Biden administration, tensions with China have included technology 
transfers, financial flows, and semiconductors. Other important elections in emerging market countries include Indonesia (February), 
India (April-May), and Mexico (June). In Indonesia (the fourth most populous country in the world), both candidates have pledged 
to maintain the business-friendly reforms of current President Joko Widodo. Widodo has established Indonesia as a valuable cog in 
the global supply chain for key metals including copper, nickel, and bauxite. In India, Prime Minister Narendra Modi is seeking a 
third term to continue the massive infrastructure upgrades needed to become a meaningful part of the global manufacturing 
community. These continued reforms are necessary to sustain the country’s economic growth ambitions. India has great opportunity 
to capitalize on the friend-shoring/near-shoring trend as manufacturing companies are reducing Chinese exposure. Finally, in 
Mexico, outgoing president Andres Manuel Lopez Obrador (AMLO) will “pass the baton” to a successor to continue his Fourth 
Transformation to crack down on corruption, eliminate “privileged abuses,” curb violence, and promote social progress. Proximity 
to the U.S. should encourage manufacturers to bring manufacturing from Southeast Asia closer to the ultimate consumer.    
 

The trajectory of the U.S. dollar (USD) remains an important driver of emerging market equity returns. The MSCI Emerging 
Markets Index tends to move inversely with the USD, hence a weakening USD is consistent with rising emerging market equity 
prices. The USD depreciated by 5.0% in the fourth quarter. Year-to-date, the USD has depreciated by 2.1%, creating a tailwind for 
emerging market equities. The weaker USD provides additional benefits to emerging market firms that issue debt denominated in 
USD as their debt-servicing costs fall as the USD weakens. The Confluence macroeconomic team still feels the USD is under 
pressure; however, its strength may be “stickier” than initially anticipated. 
 

The relative earnings growth differential between emerging market and developed market companies will determine their relative 
performance momentum. Year-to-date, EM earnings growth has lagged that of the developed markets, resulting in 
underperformance. Yet, looking forward, we believe the earnings growth profile of emerging market companies is likely to exceed 
that of the developed markets. For 2024, earnings forecasts are approximately 9% higher in emerging markets than developed 
markets, including the U.S. The outlook in China is improving on higher earnings in the Consumer Discretionary sector because of 
lower subsidies, cost cutting, and more cautious capital allocations. Higher Information Technology earnings are also underway due 
to buoyant semiconductor orders and inventory realignment. The Utilities, Materials, and Health Care sectors are expected to 
increase earnings as well. 

See GIPS Report on pages 4-5.  

https://www.confluenceinvestment.com/products-performance/investment-strategies/


2 

Market Commentary continued... 

Emerging market equities remain one of the more mispriced asset classes, in our opinion, with valuations reaching historically 
attractive levels. As of year-end, the MSCI EM Index trades at a forward P/E of 11.7 versus 20.1 for the MSCI USA Index (~40% 
discount). Emerging markets continue to trade with high and improving return on equity, free cash flow yield, and a dividend yield 
near a 20% premium relative to historical figures and more than double that of the U.S. (2.9% for the MSCI Emerging Markets 
Index versus 1.4% for the MSCI USA Index). Earnings growth in emerging markets is expected to rise 18% in 2024, far outpacing 
that of the U.S. and the world’s developed markets, which are expected to grow 12% and 9%, respectively. 
 

Demographic trends and continued urbanization are supportive long-term tailwinds for emerging markets. These trends support a 
growing middle class that contains consumers who are younger, more educated, and able to quickly adopt modern technology. This 
emerging middle class has constantly changing consumption patterns and preferences as real disposable income rises. Countries such 
as India and Indonesia are among the largest economies in the world with demographic trends that should ensure their economic 
growth will persist well into the future. Brazil and Mexico are benefitting from near-shoring trends and supply chains are being 
shortened due to the COVID pandemic and desires to shift production out of China. Emerging market economic growth is starting 
to move higher as growth slows in developed markets and as reconfiguration of global supply chains create potential opportunities 
beyond China. For these reasons, we expect emerging markets are likely to enter a period of economic recovery beginning in 2024.  
 

Quarterly Trade Summary 

One change was made to the Confluence Emerging Markets portfolio during the final quarter of 2023. In late December, we sold 
China-based data center operator GDS Holdings Ltd. (GDS, Information Technology) and used the proceeds to increase the 
position in Hong Kong-based Techtronic Industries Co. Ltd. (TTNDY, Industrials). GDS posted disappointing results in 2023 
following a statement by company management that it expected to witness a more moderate pace of revenue growth and lower 
EBITDA margin than previously expected. The depressed  valuation (close to all-time lows) reflects the negative prospects for the 
company in the current year to a large extent. 
 

We increased our position in Techtronic Industries, which engages in the design, manufacture, and marketing of power tools, 
outdoor power equipment, and floorcare and cleaning products in North America, Europe, and internationally. The company 
operates through Power Equipment and Floorcare & Cleaning segments, offering power tools, power tool accessories, outdoor 
products, and outdoor product accessories under the Milwaukee, Empire, AEG, RYOBI, Homelite, and Hart brands as well as to 
original equipment manufacturer (OEM) customers. The company also provides floorcare products and accessories under the 
Hoover, Dirt Devil, Vax, and Oreck brands as well as to OEM customers; and offers inspection services. It serves Do-It-Yourself/
consumer, professional, and industrial users in the home improvement, repair, maintenance, construction, and infrastructure 
industries, and maintains leading industry positions in both the DIY/consumer (RYOBI) and professional (Milwaukee) power tool 
product categories. Techtronic continues to gain market share and expand margins in a rapidly expanding global market. 
 

Performance Review 

The fourth quarter performance of the MSCI Emerging Markets (EM) Index was 7.9% in USD terms, underperforming the returns 
of developed international markets (MSCI EAFE, 10.4%) and U.S. market (S&P 500, 11.7%). Despite rising nearly 8% in the fourth 
quarter, and nearly 10% for 2023, much of the losses from 2022 in emerging markets have yet to be recovered. 
 

Among the regions, EM Latin America was the best-performing region, rising by more than 17.5% as equity markets in Peru, 
Mexico, Brazil, and Colombia recorded strong performance. EM LatAm should benefit from North American near-shoring, and the 
Brazilian economy is expected to benefit from lower policy rates as inflation moderates. EM Europe, Middle East, and Africa 
(EMEA) also beat the benchmark with relatively strong performance from the Eastern European economies. EM Asia was the 
worst-performing region, dragged down by the poor performance of Chinese equities during the quarter. 
 

During the fourth quarter, the Confluence Emerging Markets 
strategy posted a return of 6.7% (gross of fees) versus 7.9% for 
the benchmark, as stated above. For the year, Confluence 
Emerging Markets gained 15.7% (gross of fees), outperforming 
the benchmark at 9.8%. [The strategy’s net-of-fees returns for the same 
periods were 5.9% QTD and 12.2% YTD. 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 and Colombia, whereas China 
and Indonesia recorded the worst returns. Consumer Staples 
and Materials were the strongest sectors during the quarter, 
while Health Care and Utilities were the weakest.   
 

The top contributors and detractors for the portfolio in 2023 
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

Vista Energy S.A.B. de C.V. 4.94 3.25

MercadoLibre Inc. 4.04 2.43

MakeMyTrip Ltd. 3.57 2.25

Taiwan Semiconductor Manufacturing Co. Ltd. 4.33 1.59

Fomento Economico Mexicano S.A.B. 2.42 1.37

Bottom 5

WNS Holdings Ltd. 2.91 (0.72)

ZTO Express Cayman Inc. 3.94 (0.84)

H World Group Ltd. 3.79 (0.89)

ENN Energy Holdings Ltd. 2.62 (1.54)

Wuxi Biologics Cayman Inc. 2.56 (1.70)
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What We Are Watching 

Many factors are changing in a positive direction for emerging market equities, indicating that they are poised for a period of 
outperformance relative to the world’s developed markets in 2024 and beyond. 

We continue to identify countries and regions that have better adapted to macroeconomic changes related to increasing levels of 
inflation, slowing global growth, and shortening supply chains. Most emerging markets have weathered the post-COVID era rather 
well as they identified inflation in their economies and quickly raised rates to mitigate inflation expectations. As inflation is 
moderating and peaking in some areas, these economies are now in a position to reduce policy rates to stimulate stagnant growth. 
Provided a significant global recession can be avoided, we believe emerging market equities are trading at extremely attractive 
valuations relative to historical levels and relative to developed markets. 

Inflationary pressures are moderating, and global growth is resuming, albeit at a slow pace. Nevertheless, risks to our positive 
outlook for emerging markets include: 

 Elections around the world will impact developed and emerging economies: 

 40 major elections are expected to occur in 2024 and 3.2 billion people will be impacted by the results. 

 Over one-third of emerging market GDP may be impacted, including several significant emerging market countries. 

 Persistent inflation that would cause central banks in both emerging and developed markets to raise/maintain high rates and 
reduce liquidity to combat inflationary pressures: 

 Emerging markets are particularly sensitive to inflationary pressures, although they tend to be in a better position to address 
these pressures as inflation has peaked in most cases.  

 China’s economy meaningfully slows due to inadequate stimulus and/or a real estate crisis:  

 China’s existing debt problem makes solving the real estate crisis more challenging. 

 Authorities outside of China may not fully appreciate the magnitude of the indebtedness at all levels of government. 

 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 expensive to repay. 

 The Confluence macro team believes that a secular USD bear market started at the beginning of 2023; however, some recent 
appreciation in the USD suggests that its strength may be stickier than previously anticipated. 

 History suggests these USD market cycles generally last 8-10 years, with a significant decline in the USD. 

 The BRICS nations (Brazil, Russia, India, China, and South Africa) are contemplating using alternative currencies to conduct 
global trade, potentially undermining the importance of the USD as the reserve currency. 

 This would exert downward pressure on the USD, benefitting non-U.S. assets, especially emerging markets. 

 Many other countries are interested in joining the BRICS. 

 Geopolitical tensions escalate: 

 Tensions between the U.S. and China 

 Tensions between China and Taiwan 

 Russia/Ukraine war 

 Middle East tensions/war 

 A long, drawn-out conflict between Russia and Ukraine or in the Middle East would keep commodity prices (especially energy) 
artificially high, which may impact consumer spending on a global basis. 
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Performance Composite Returns3 (For Periods Ending December 31, 2023) 

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 12/31/2023) 

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% 

2022 (13.7%) (16.2%) (20.1%) 6.4%              7 $6,068 $6,931,635       21.3% 20.3%    0.6% 

2023 15.7% 12.2% 9.8% 5.8%      6 $5,807 $7,200,019       18.5%  17.1%    1.9% 

10 Largest Holdings Weight 

MakeMyTrip Ltd. 4.8% 

MercadoLibre Inc. 4.4% 

Taiwan Semiconductor Manufact. Co. Ltd. 4.1% 

Fomento Económico Mexicano S.A.B. 3.9% 

Wal-Mart de México S.A.B. de C.V. 3.7% 

Localiza Rent a Car S.A. 3.7% 

Vista Energy S.A.B. de C.V. 3.6% 

Grupo Financiero Banorte S.A.B. 3.5% 

Gold Fields Ltd. 3.3% 

ICICI Bank Ltd. 3.0% 

Sector Allocation  Weight 

Consumer Discretionary 16.4% 

Consumer Staples 13.6% 

Energy 5.6% 

Financials 17.1% 

Health Care 4.3% 

Industrials 12.9% 

Information Technology 6.4% 

Materials 7.7% 

Communication Services 4.2% 

Utilities 1.5% 

Cash 10.3% 

10 Largest Countries  Weight 

Mexico 19.8% 

India 17.8% 

China 15.5% 

Brazil 10.5% 

South Korea 4.7% 

Argentina 4.4% 

Hong Kong 4.3% 

Taiwan 4.1% 

South Africa 3.3% 

Colombia 1.9% 

 
Since  

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

Emerging Markets 

Pure Gross-of-Fees4 
4.4% 3.3% 5.0% (4.0%) 15.7% 15.7% 6.7% 

Max Net-of-Fees5 1.3% 0.2% 1.9% (6.9%) 12.2% 12.2% 5.9% 

MSCI Emerging Markets (Net)  3.2% 2.7% 3.7% (5.1%) 9.8% 9.8% 7.9% 
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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.  
 

Indexes: The MSCI Emerging Markets Index is shown as additional information. This index is unmanaged. An investor cannot invest direct ly 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 (net), 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.  
 
2 Portfolio Characteristics—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. 
 

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, 2022. 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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