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ACCESSING EXPOSURE T EMERGING MARKETS
THROUGH DIVIDEND-PAYING COMPANIES

A UNIQUE APPROACH TO THE OPPORTUNITY IN GROWTH MARKETS

GLOBAL INVESTORS have become
too concerned with China, causing
them to overlook excellent growth
opportunities in other emerging
markets like India, Mexico, Greece,
Brazil, Taiwan, Saudi Arabia, the
UAE, and many Southeast Asian
emerging markets. These markets
have benefitted from changes in
investment due to geo-political
tensions between the U.S. and
China, the COVID-19 outbreak,
and because of the war in Ukraine.
We at Schafer Cullen expect
these trends to continue, and the
repositioning of global emerging
market assets, and the resulting
fund flows, to disproportionately
benefit certain countries at the
expense of others. While such
an asset repositioning, by itself,
would not be a sustainable driver
for select emerging markets in
terms of relative performance, the
fact that these trends coincide
with very credible and essential
long-term demand drivers, which
remain underappreciated by inves-
tors, creates an excellent invest-
ment opportunity that we continue
to capitalize upon.

THE DEMANDS OF DEMAND DRIVERS
These long-term demand drivers
include the need for companies
and countries to address climate
change-related risks, diversify
their supply chains with reshoring
and nearshoring activities, and
adopt artificial intelligence and
other mega-tech trends into their
businesses and economies.

Such developments are generat-
ing demand for a variety of goods
and services, while offering a posi-
tive counterbalance to the genuine
challenges facing the global econ-
omy, such as inflation and higher
interest rates. While these chal-
lenges to the global economy are

legitimate, demand drivers led by
climate change, nearshoring, and
Al, are extremely powerful, since the
consequences of not adopting or
providing solutions to the problems
they create are undoubtably cala-
mitous. Accordingly, companies and
countries continue to spend money
to address these issues despite the
obstacles they face, and we believe
that we are in the early innings of
an augmented spending transition.

BENEFITS OF EMERGING MARKETS
While many investors think of
emerging markets as growth mar-
kets, we are impressed with how
one can access exposure to this
growth at such attractive valua-
tions. Investing in dividend-paying
emerging market equities is a
particularly sensible way to invest,
since these companies tend to
have better corporate governance,
and offer less volatile exposure to
this growth.

An additional benefit is the
diversification that emerging
markets offer investors, especially
since so many investors have such
heightened exposure to U.S. equi-
ties and other U.S. dollar denom-
inated assets. Emerging markets
undoubtably offer excellent
diversification away from the U.S.
dollar. For example, in the nine
periods that the U.S. dollar has
declined by more than 10% since
1989, emerging market equities
have produced an average return
of 45%, according to the MSCI EM
Index as of 9/30/2023.

COUNTRIES LOOK BEYOND THE
DECLINING DOLLAR

While we do not expect the U.S.
dollar to collapse, we would not
be surprised to see it weaken in
the wake of a decade-long rally.
Factors that could weigh on the

strength of the U.S. dollar include:
(1) the cheapness of most EM
currencies on a purchasing power
parity basis, (2) the United States’
twin deficits, growing debt load,
massive unfunded liabilities, and
political uncertainty, and (3) moves
by the Fed to end the current cycle
of interest rate increases.
Additionally, foreign countries
including China, India, Brazil,
and Saudi Arabia have indicated
their interest in trading with each
other in their own currencies, and
reducing the U.S. dollar’s role in
global trade flows. There are many
advantages for foreign countries
to continue these trends, and such
a continuation could weigh on the
strength of the U.S. dollar in the
coming years. m
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