
‘Emerging’ Stock Markets Are Looking Better
By Gregory Zuckerman

On the heels of one of the
worst years in stock-market his-
tory, some experts say inves-
tors should shift more money
into a surprising area: emerg-
ing markets.

For years, shares and bonds
from emerging markets made
investors wary. Sure, their
growth often could be much
stronger than that of devel-
oped economies, partly be-
cause of robust population
growth and steadily improving
standards of living. But coun-
tries such as Brazil, Mexico,
China, South Korea and many
in Africa often were handi-
capped by heavy debt, weak
currencies, poor corporate gov-
ernance and high volatility.

That view is changing. Last
year’s financial meltdown
raised questions about the at-
tractiveness of developed na-
tions, which have been dealing
with their own serious debt, cur-
rency and governance issues.

And with few analysts pre-
dicting robust growth in devel-
oped markets for some time,
there’s a new appreciation for
the promise of robust expan-
sion in some emerging markets.

“Most developed countries
have similar economic prob-
lems,” including over-indebted-
ness and aging demographics,
says James Paulsen, chief in-
vestment officer at Wells Capi-
tal Management, who predicts
that many developing nations
will see their currencies rise in
value, helping investments in
those nations. “Emerging coun-
tries possess stronger inherent
growth possibilities.”

Daniel Arbess, manager of
the Xerion Fund, a hedge fund,
at Perella Weinberg Partners,
says that “emerging markets

are arguably the single most im-
portant avatar of investment op-
portunity for our generation.
The demand for commodities to
support the modernization and
urbanization of these and other
developing economies, and the
demand for food and products
by growing consumer classes,
should continue to fuel opportu-
nities for years to come.”

Faster Growth
Some stock markets in devel-

oping nations, including Brazil,
already have soared from their
lows reached earlier this year.
The widely followed MSCI
Emerging Market index, which
tracks emerging-markets
shares, is up 60% this year, com-
pared with a gain of 10% for the
Dow Jones Industrial Average.
(The Dow fell 1.6% last week.)

On a price-to-earnings basis,
however, shares of many emerg-
ing-markets companies are com-
parable to those in developed
regions, says Marko Dimitr-
ijevic, a hedge-fund manager
who focuses on emerging mar-
kets. On a price-to-sales basis,

they’re still a bit pricey, how-
ever.

Profits of companies in
emerging markets “are growing
faster than developed markets,
yet often still trade at a dis-
count” based on their strong
growth and reasonable P/E ra-
tios, says Mr. Dimitrijevic, who
runs Everest Capital, a top-per-
forming fund based in Miami.

He’s a fan of India, Korea,
Nigeria and the Middle East re-
gion; he’s less keen on Mexico
and China, which are more ex-
pensive.

Nations outside of the U.S.
and developed Europe now ac-
count for almost half of global
gross domestic product, Mr.
Dimitrijevic says. It was less
than 40% in 1990. It helps that
many of these nations are tran-
sitioning from dependence on
demand from developed na-
tions to a more balanced expo-
sure to both local and foreign
demand.

And while nations with
emerging markets once were
criticized for excessive govern-
ment involvement, the rush by

the U.S. and other nations to
rescue companies and rack up
debt to spur economic growth
has taken the air out of that
argument.

Dangers still loom for inves-
tors focused on emerging mar-
kets, though. Accounting stan-
dards in some countries aren’t
up to par, disclosure can be less
robust, and the size of some
markets in Africa and else-
where can be small.

Some doubt the ability of
emerging markets to buck the
likely slow growth of the devel-
oped world.

Beware a ‘Double Dip’
“If your world view is that

the recession is over and we are
about to start a great bull mar-
ket, then emerging markets
should outperform,” says Mat-
thew Tuttle, who runs invest-
ment advisory firm Tuttle
Wealth Management. “If you be-
lieve, as we do, that we are in for
a double dip [another downturn
for the economy] and things will
get worse before they get better,
then emerging markets will not

be a good place to be.”
Mr. Tuttle agrees that na-

tions like Brazil, Russia, India
and China should do well over
the long haul. But he worries
that these stock markets have
gained between 50% and 100%
this year, saying that “those
types of numbers aren’t sustain-
able. … I would wait for some
sort of pullback.”

Analysts say bonds from
many emerging-markets na-
tions are less attractive than
stock because so many of these
countries now are rated invest-
ment grade. So investors are no
longer being compensated for
the risks of going abroad.

Individual investors can find
it difficult to buy debt from
companies in emerging markets—
and some small companies can
be harder to track.

As a result, Mr. Tuttle rec-
ommends mutual funds such as
the Lazard Emerging Markets
Portfolio fund (LZEMX), which
is up 58% so far this year and
has an expense ratio of 1.5%,
and debt-and-currency-fo-
cused PIMCO Developing Local
Markets fund (PLMDX), which
has climbed 19% and has an ex-
pense ratio of 1.1%. Among so-
called tactical funds—which
usually can go into all kinds of
markets—Ivy Asset Strategy
fund (WASAX) is up 19% this
year, and Blackrock Global Allo-
cation fund (MALOX) is up 17%.

Exchange-traded funds like
the iShares MSCI Emerging
Markets Index Fund (EEM)
track the MSCI index, providing
exposure to Brazil, China and
other markets, though not to
smaller markets. It’s up more
than 50% so far this year.

By Jonnelle Marte

Savers have traditionally
had to settle for certificates of
deposit with lower interest
rates in exchange for quick ac-
cess to cash without a penalty.

But now rates for no-pen-
alty CDs are just as good, if

not better, than
those for tradi-
tional ones.

“Banks are
making the no-

penalty CDs more appealing
and getting those deposits to-
day, versus not getting those de-
posits” at all, says Greg
McBride, senior financial ana-
lyst at Bankrate.com.

Ally Bank’s nine-month no-
penalty CD recently had an
annual yield of 1.85%, com-
pared with 1.55% for its regu-
lar nine-month CD, according
to the bank’s site.

Bank of America was re-
cently offering a nine-month
no-penalty CD, called a Risk-
Free CD, with an annual yield
of 0.7%. Its standard CDs, with
terms between six and 11
months, had a 0.5% yield.

While there’s no penalty for
early withdrawals, some banks
do require that people wait 90
days after setting up a CD be-
fore withdrawing money. So you
should still factor in the time
horizon for when you may need
the cash, Mr. McBride says.

A no-penalty CD could pay
off if interest rates rise from
today’s very low levels, by
making it easy for you to
switch. “People who are lock-
ing in a longer-term CD [at
current rates] are making a
big mistake,” says Marc Schin-
dler, a certified financial plan-
ner in Bellaire, Texas.Email: forum.sunday03@wsj.com

Note: Through Thursday Sources: WSJ Market Data Group; MSCI Barra

In the Lead
Emerging markets fell further and faster than the U.S. last year,
but are now leading the comeback.
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