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Ringside with the Long Late-Stage Expansion 
 

Emerging Markets: Just a Reversal or On the Ropes? 
 Emerging Markets Dip Into Bear Territory. The MSCI Emerging Markets index fell 20% below its all-time high in 

USD terms during intra-day trading last week, eclipsing the threshold many define as bear market territory. 
This has been a tough year for the developing world’s equities, particularly after posting strong gains in 2017. 

 Contracting Multiples in Emerging Stocks Lead the Downside. When EMs returned 38% in 2017, they enjoyed 
the dual benefit of strong earnings growth at 21% and expanding price-to-earnings (P/E) ratios. The index, 
now down 15% YTD (total return), has seen earnings growth moderate to 7% and P/Es contract significantly. 

 Trade Barriers, Currencies and Commodities Contribute to the Pain. The imposition of trade barriers has 
spooked markets in places like China as supply chains are at risk of disruption. The strong dollar, a result of the 
healthy U.S. economy and tightening Fed, has made it harder for some borrowing in USD, like Turkey, to pay 
back their debts. Plus, raw material prices have faltered since May, affecting major exporters like Chile. 

 Asian Middle Class Primed for Growth. According to projections from the Brookings Institute, an estimated 2.3 
billion people will enter the middle class by 2030, 88% of which reside in Asia. Investors should continue to 
position portfolios to participate in the rapid growth of Asia’s middle class over the long-term. 

  

Our Take: Emerging markets have had a tough year but still offer investors longer-term opportunities. 
 
 
 

Surveys Pack a One-Two Punch 
 Robust Business Optimism. The Institute for Supply Management’s (ISM) manufucaturing index hit 61.3 for 

August, well ahead of consensus (57.6) and the highest reading since May 2004. It appears customer demand 
remains strong, with the new orders sub-index at a robust 65.1. The services side of the economy is holding its 
own as well, with ISM’s non-manufacturing numbers reaching 58.5, also ahead of consensus at 56.6. 

 Wage Growth Picking Up. Average hourly earnings in August grew 2.9% Y/Y, marking the strongest level of 
growth observed since June 2009. After remaining subdued for much of this expansion, positive wage growth 
seems to be picking up, as employers are finding it difficult to hire qualified workers with labor markets so tight.  

 Fed Primed to Raise Rates Again This Month. With continually tight labor markets and signs that inflation is 
picking up on the margin, the Federal Reserve likely has a solid rationale for raising rates two more times this 
year, including a 95% chance of a hike at its September meeting (via the Fed Funds Futures market). 

  

Our Take: Economic momentum appears robust and set to extend the 10-year-old expansion. 
 
 

China Tariffs Round Three? 
 U.S. Queues Tariffs on $200B of Chinese Imports. The comment period for tariffs on an additional $200B of 

Chinese imports ended last week, which could impact consumer goods prices. Trump has made clear his 
intentions to move forward with the plan, though the date of actual implementation remains up in the air.  

 Trump Suggests Tariffs on Another $267B Looming. Trump suggested late last week that a third round of tariffs 
that could cover an additional $267B of Chinese goods could be ready to go on “short notice.” If enacted, 
this round would encompass all of China’s exports to the U.S. If all these tariffs were to be implemented, they 
could shave as much as 0.7% off annualized real GDP via direct demand destruction. 

 U.S.-Canada Trade Talks Resume, but No Breakthrough. After securing a deal with Mexico, U.S. trade officials 
have turned to Canada to hammer out the details of a new NAFTA agreement. The focus has shifted to 
Canada’s proposed dispute-resolution mechanism, among other things. 

 Japan: the Next Focus on Trade. Reports have indicated Trump is interested in engaging Japan on trade 
issues, joining China, Canada and the European Union with ongoing trade negotiations. 

  

Our Take: Proposed tariffs, though not all yet implemented, could have a material effect on the U.S. economy. 
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Chart of the Week:  

Emerging Markets Face Lower Growth & Contracting Multiples 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Dates of interest:  
9/10: U.S. Consumer Credit, Japan Q2 GDP (Final), China CPI & PPI 
9/11: U.S. NFIB Small Business Index & JOLTS Job Openings, Germany ZEW Sentiment 
9/12: U.S. Beige Book & PPI, Eurozone Industrial Production, Japan Retail Sales 
9/13: U.S. CPI & Treasury Budget, ECB Rate Decision, Germany CPI, China Industrial Output & Retail Sales 
9/14: U.S. Industrial Production, Capacity Utilization, Retail Sales & Michigan Sentiment, Japan Industrial Production 
 


