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Although many financial pundits make their predic-
tions for future stock returns based on past results, such 
an approach is dangerous in our view because it doesn’t 
consider valuations and can lead to missed opportunities 
as investors chase performance in the most- speculative 
areas of the markets. Moreover, while it’s true that posi-
tive or negative price momentum can persist for a while, 
momentum alone isn’t usually a good indicator of longer- 
term investment results.

In the case of emerging markets, we believe the unin-
spiring returns over the past five years may be contra- 
indicators of what lies ahead. In addition to many flat 
and down stock prices — which indicate an overall lack 
of froth and speculation — selectively chosen emerging- 
market companies offer growth potential, reasonable 
valuations, attractive dividend payouts, and the chance 
to benefit from stabilizing commodity prices and from 
strengthening currencies. We also think the role of 
innovation in emerging markets has been woefully 
underappreciated.

EMERGING MARKETS: YOU ARE HERE
The first chart on page 2 indicates the dollar- 

denominated total- return performance of the MSCI 
Emerging Markets Index over the last 10 years. As we 
can see, the Index is currently well below where it was 
five years ago — and also significantly below its 2007 peak 
prior to the Global Financial Crisis (GFC).

Now let’s look at the dollar- denominated total- return 
performance of the MSCI World Index (an index of 
developed markets) over the last 10 years, as presented 
in the second chart on page 2. In this case, the Index has 
made substantial progress since five years ago — despite 
significant volatility during the past several months.

Another way to look at this information is to plot the 
ratio of the MSCI Emerging Markets Index divided by 
the MSCI World Index (with both indices calculated on 
a total- return basis). This ratio over the past 10 years is 
shown in the chart on page 3.

Here we see that the ratio is currently close to its lowest 
level in the entire 10 years, and that developed markets 
have dramatically outperformed since 2010. If we believe 
most trends eventually reverse course, we may be close to 
a period of outperformance for emerging markets. Look-
ing at how the ratio has fluctuated over time, it’s evident 
that such a period of outperformance culminated in late 
2010 after having begun in 2008 at a level even higher 
than today’s level.

A TALE OF TWO MARKET TYPES
So, if many emerging- market companies have for 

quite some time appeared reasonably valued — or even 
undervalued — what has accounted for their stock- price 
declines? We believe there are several reasons that have to 
do with the two main types of emerging markets.

The first market type includes major commodity- 
exporting countries such as Brazil, Colombia, Russia and 
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Malaysia. The second market type includes manufactur-
ing and service- oriented countries such as China, India, 
Mexico, South Korea and Taiwan.

The trend of falling oil prices over the past two years 
was viewed as a modestly net- positive factor for devel-
oped markets because it took some pressure off corporate 

and consumer budgets — despite real hardships in the 
energy sector. But for emerging markets, this trend 
was viewed very negatively because some of the most- 
prominent emerging- market countries are major export-
ers of oil and other commodities.

Exacerbating the damage to emerging markets overall 
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was the slowdown of economic growth in China. Inves-
tors feared that this slowdown would lead to even less 
demand for petroleum and metals. In addition, there was 
concern that China might materially devalue the yuan in 
an effort to boost the country’s exports of manufactured 
goods and thereby lift its economy. Such a devaluation, 
it was feared, could then lead to devaluations in other 
currencies as nations around the world would seek to 
maintain their manufacturing- export competitiveness 
versus China.

Weak prices for commodities also put additional down-
ward pressure on the currencies of commodity- exporting 
countries such as Brazil and South Africa. At the same 
time, talk of potential interest- rate increases by the U.S. 
Federal Reserve (Fed) — along with decent economic 
performance in the United States — caused the U.S. dollar 
to rise to its highest level in about 15 years. For those with 
their investments denominated in dollars, this meant that 
emerging- market holdings performed even worse.

CAPITAL OUTFLOWS FROM EMERGING- MARKET 
ECONOMIES

Despite the significant differences among emerging 
markets, many investors tend to view these countries as 
belonging to one category. That view — combined with 
the proliferation of index- based investing and redemp-
tions from sovereign wealth funds — caused broad capital 

outflows from emerging- market economies in the last 
two years, as shown in the chart on page 4.

Capital flows represent purchases and sales of financial 
assets such as stocks, corporate bonds and government 
bonds. Negative net  capital flows (outflows) meant that 
money was leaving emerging markets in aggregate. And 
we believe index- based funds, which buy and sell emerg-
ing markets as one basket, caused investors to be less dis-
criminating among attractive and unattractive countries 
and businesses. In other words, we think the baby was 
thrown out with the bathwater.

Fortunately, this indiscriminate selling means that valu-
ations have become particularly appealing in certain seg-
ments of emerging markets. As a result, we believe now 
is the time to take an active (non- index) approach in an 
effort to narrow the universe and find what we think are 
some of the best stocks that were previously sold off as 
part of the passive emerging- market basket trade.

GROWTH POTENTIAL, REASONABLE VALUATIONS 
AND DIVIDEND YIELDS IN EMERGING MARKETS

So far, we’ve addressed why emerging- market stock 
prices are well below their highs of recent years. And 
before we discuss the catalysts that may cause prices to 
move sustainably higher, we should describe the reasons 
why we believe certain emerging- market businesses are 
currently so attractive.
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The first reason is growth potential. Although not all 
emerging markets are experiencing strong economic 
growth, several emerging- market countries — such as 
India, Indonesia and the Philippines — have gross domes-
tic product (GDP) growth rates that exceed 5%. In addi-
tion, countries like Mexico, South Korea and Thailand 
have GDP growth rates that are more modest but are still 
close to the level in the U.S. and above the levels generally 
seen in Europe.

It’s true that strong GDP growth alone doesn’t 
necessarily correlate with rising stock prices. But when 
we combine meaningful GDP expansion with decent 
sales and earnings growth at the company level, we 
have higher expectations for performance in the stock 
market — particularly among companies that are serving 
domestic (home- country) consumer demands.

The second reason has to do with the company- 
valuation levels we’re finding among emerging markets. 
Whether we look at price  to  book value, price  to  cash 
flow, price  to  earnings or cyclically adjusted price  to 
 earnings, some of the world’s least- expensive companies 
are in emerging markets. For example, emerging- market 
stocks on average are trading at a ratio of about 1.3 
times book value, which — as shown in the first chart on 
page 5 — is close to the bargain levels reached in 2008 
during the GFC. And when we combine the attractive 
valuations with the better growth rates we’re seeing, we 
get particularly optimistic about our investments in 
emerging markets.

The third reason is that many emerging- market busi-
nesses have a propensity to pay dividends. This is particu-
larly appealing in an environment where interest rates are 
close to zero or are actually negative in many developed- 
market countries. Even the U.S. Fed refused to take nega-
tive interest rates off the table as a future tool of monetary 
policy. Moreover, dividends have historically accounted 
for a large portion of long- term stock returns. And we 
think dividends will become increasingly important in 
the continued low- interest- rate, disinflationary environ-
ment we see going forward.

COMMODITIES VERSUS MANUFACTURED  
GOODS AND SERVICES: THE REAL STORY  
FOR EMERGING MARKETS

There’s no doubt that declines in the prices of oil and 
other commodities have had negative impact on emerg-
ing markets, many of which are major exporters of 
commodities. But the bigger picture is that even among 
net exporters of oil, refined products and gas, several 
emerging- market countries depend on these commodi-
ties for less than 20% of GDP.

Moreover, there are many emerging markets that actu-
ally benefit from lower commodity prices because these 
countries are net importers of oil, refined products and 
gas. Net importers and net exporters of oil, refined prod-
ucts and gas are shown in the second chart on page 5.

Even among major oil exporters, the effects of the energy 
situation may be counterintuitive. Take Indonesia, for 
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example. Although Indonesia is a major oil exporter and 
a member of the Organization of Petroleum Exporting 
Countries (OPEC), growing internal demand for energy 
has also made Indonesia a large importer of petroleum.

Cheaper oil has allowed Indonesia’s president, Joko 

Widodo, to abolish the national fuel subsidy, which had 
accounted for approximately 15% of the state budget and 
drained about $19.6 billion from government coffers in 
2014. Having used the windfall in 2015 to shore up the 
country’s public finances, in 2016 Indonesia is looking 

Price-to-Book Value Ratio of Emerging-Market Stocks 
Based on the MSCI Emerging Markets Index
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to spend the extra money on infrastructure projects 
designed to help the economy perform closer to its true 
potential. We believe these developments, along with 
a strengthening currency, declining fiscal deficits and 
improved capital flows into the country, bode well for 
Indonesia’s economy and consumers. Similarly, India is 
using a portion of its windfall from lower energy prices to 
improve its infrastructure.

Broadly speaking, lower commodity prices should ben-
efit the following types of emerging- market businesses: 
high-  and low- tech manufacturers, textile producers, 
pharmaceutical firms, companies addressing the market 
for outsourced operations, and providers of consumer 
products and services. All of these businesses use energy 
and/or other natural resources. So lower commodity 
prices, all other things being equal, reduce operating 
costs and raise profits. For domestic consumer- oriented 

companies, lower energy prices should also translate into 
more spending money in people’s pockets.

On related matters, the disinflationary forces described 
in this paper are improving current- account positions in 
many emerging- market countries and are taking some 
pressure off the countries’ central banks, which are now 
less inclined to raise interest rates. These conditions 
should allow emerging- market bond yields to continue 
falling, which is positive for businesses and investors alike.

The chart on the left below indicates how 
manufacturing- oriented countries in the emerging- 
market universe have maintained their overall GDP 
growth advantage versus developed markets. And the 
chart on the right indicates how commodity- oriented 
countries in the emerging- market universe have lost 
their advantage — actually falling below the overall GDP 
growth in developed markets.

In these charts, manufacturing- oriented emerging 
markets are defined as economies where final manufac-
turing products account for more than 50% of exports by 
revenue. And commodity- oriented emerging markets are 
defined as economies where the majority of exports are 
primary resources, fuel and resource- based processing.

A final point about commodities is that demand has 
softened — but for many commodities, demand hasn’t 
fallen off a cliff. For example, notwithstanding the 

headlines, China’s GDP growth is still above 5% annually 
and Chinese imports of crude oil actually rose in 2014 
and 2015 from year- earlier levels — as did China’s share of 
world imports. Consequently, even if they don’t increase 
much, we think major commodity prices will begin to 
stabilize around current levels. This should calm inves-
tors’ fears somewhat and create a better environment for 
stock prices.

Manufacturing Emerging Markets 
Versus Developed Markets Overall
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DESPITE ITS PROBLEMS, CHINA IS STILL AN 
ECONOMIC POWERHOUSE

As mentioned, China’s overall GDP growth is still above 
5% and the country’s consumption of oil hasn’t declined. 
But economic growth is uneven throughout China’s prov-
inces — with the northern and western areas faring the 
worst, as indicated in the illustration above.

China’s other problems include the following: 1) high 
corporate and government debt incurred for the country’s 
massive overbuilding of its infrastructure and manufac-
turing capacity, 2) the likely devaluation of the Chinese 
yuan after years of being pegged to the U.S. dollar, 3) 
continued attempts by individuals and businesses to move 
capital out of the country, and 4) excessive stock valua-
tions — particularly on the mainland exchanges.

Having said all of this, we think China is capable of 
addressing its problems and will not cause much addi-
tional contagion in the emerging markets that are home 
to high- quality manufacturers and service providers. 
Already we are seeing signs that China is shifting from 
an infrastructure- led economy to a more consumer- led 
economy. This shift could be helped by the fact that the 
Chinese people have low debt levels and are strong savers 
with an overall household savings rate of about 30%. As 

a result, the people have the ammunition to start spend-
ing. By the same token, such a shift toward consumption 
could help alleviate debt at the corporate and govern-
ment levels.

Regarding the Chinese yuan, we think a further devalu-
ation could be significant — perhaps 10% to 15% — but 
not so large as to cause panic in other emerging markets. 
Remember, if the U.S. dollar also declines meaningfully, 
this will alleviate some of the downward pressure on the 
yuan. And if the yuan is under less pressure, the desire to 
move capital out of the country will also lessen.

Regarding excessive stock valuations in China, we 
believe there are only two ways to fix that problem: The 
first is for stock prices to come down. The second is for 
stock prices to stagnate while the companies eventually 
grow into their valuations. Either way, we think the best 
approach for Wasatch is to underweight our investments 
in mainland Chinese stocks. And when we do want to 
selectively add exposure to China, we believe the best way 
will be through stocks traded in Hong Kong, where valua-
tions generally have been more reasonable.

But won’t the malaise in Chinese stocks infect most 
other emerging- market equities? We don’t think so. Just 
like global markets decoupled from Japan’s troubles in the 

China’s Northern and Western Provinces Are the Worst Off
Provincial Nominal GDP Growth in the First Half of 2015 (Annualized)
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late 1980s and throughout the 1990s, we think emerging 
markets have begun to decouple from China.

It’s true that China is the second- largest economy in 
the world and has been a powerful engine for economic 
growth around the globe. It’s also true that the initial 
phase of the Chinese slowdown has been a painful 
adjustment period. But aside from some of the large 
commodity- exporting countries, China isn’t a major 
trading partner with most other emerging markets.

This means that the best emerging- market investments 
may have narrowed to the less commodity- oriented 
markets and the countries with relative political stabil-
ity — countries such as India, Mexico, the Philippines, 
South Korea, Taiwan and Thailand. Despite this narrow-
ing of the opportunity set, we believe we still have plenty 
of room to find great companies given the vastness of the 
markets. In Mexico, for example, the economy appears to 
be holding up well and many of the country’s manufactur-
ers are benefiting from U.S. demand as they take market 
share from Chinese competitors.

INNOVATION IN EMERGING MARKETS
The pace of innovation in emerging markets is another 

reason to be optimistic regarding certain businesses in 
these countries. But can investors make money from the 
innovation taking place? The short answer is “yes.”

Emerging- market companies are typically less well- 
researched and therefore more reasonably priced than 

their developed- market peers. Once these companies 
have clearly demonstrated their success, however, they’re 
likely to be rewarded with considerable public and pri-
vate valuations. Investors can profit from these valuations, 
especially as liquidity continues to improve in emerging- 
market stock transactions.

While Joseph Schumpeter — who popularized the con-
cept of “creative destruction” — regarded innovation as 
a defining feature of capitalism, we believe innovation 
has more to do with people’s desire to improve their lives. 
What may be surprising to some investors is that innova-
tion is prevalent around the world in developed markets, 
in emerging markets — and even in frontier markets, 
which are considered the least advanced of all. Moreover, 
contrary to the popular belief that innovation is best 
encouraged by “government just getting out of the way,” 
governments often play important roles in setting priori-
ties and working in partnership with new entrepreneurs 
and established players.

The number of patent applications is one gauge of inno-
vation. By that measure, the charts below indicate where 
innovation is really occurring. Here we see that the type 
of government doesn’t appear to be the driving force.

Among the top 10 offices for patent applications, five are 
in emerging markets. In fact, China is #1, well ahead of 
the United States and Japan. Perhaps even more surprising 
is the diversity of countries in which innovators are apply-
ing for patents and the total number of patent applications 
by offices in emerging and frontier markets.
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When we think about innovation, Silicon Valley and the 
greater San Francisco Bay Area often come to mind. But 
some of today’s social- media, SaaS (software- as- a- service), 
cloud- computing and other high- tech companies were 
actually started as much as half a world away. What’s 
more, innovation goes well beyond these tech industries.

In addition to Internet- based companies, innovation 
occurs in services that affect the quality of our lives — in 
health sciences, for example. Another fertile ground 
for innovation is in the revolution of a business process, 
whereby a company uses existing technology in new ways 
to leapfrog competitors.

Within the emerging and frontier universe, several 
countries are especially rich in natural resources as we’ve 
described. In addition, most emerging and frontier mar-
kets have young and growing populations with consum-
ers increasingly moving into the middle class. As a result, 
many investors in these markets tend to focus mostly 
on oil and other commodity exporters, and on makers 
of basic consumer staples. But there are so many other 
investment opportunities.

The growing middle classes in emerging and frontier 
markets are also being served by more- innovative compa-
nies. Investors can participate in the growth of these com-
panies, many of which are publicly traded on local stock 
exchanges — and some of which are even listed on major 
exchanges around the world.

CURRENCIES AND PURCHASING- POWER PARITY
Now that we’ve described the reasons why certain 

emerging- market businesses are currently so attractive, 
we can discuss the catalysts that may cause stock prices 
(denominated in U.S. dollars) to move sustainably higher. 
In this regard, we think an analysis of currency move-
ments and purchasing- power parity indicates that most 
emerging- market currencies have seriously overshot in 
their weakness against the U.S. dollar. A reversal of this 
trend would be very positive for emerging- market inves-
tors. Moreover, we believe such a reversal of the five- year 
trend may have already started or may be close at hand.

Many factors, including strong geopolitical forces and  
higher interest rates in the U.S., have led to the dollar  
being excessively valued relative to other currencies —  
especially emerging- market currencies. If emerging- 
market currencies reverse course and strengthen against 
the U.S. dollar, initially the changes could be very sharp 
until a new trend is established. Looking at the Trade- 
Weighted U.S. Dollar (Broad) Index in the first chart on 
page 10 (where in January 1997 the Index equaled 100), 
we can see that the level on February 29, 2016 of around 
124 for the greenback is at the upper end of the range 
since 1996, with the highest level having been at about 
130 in 2002. The dollar has now surpassed the levels 
it held during the depths of the GFC in late 2008 and 
early 2009.
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If we look at the JPMorgan Emerging Market Cur-
rency Index in the chart above, we can see that a basket 
of emerging- market currencies started falling against 
the U.S. dollar in 2011 — for a total decline of about 40%. 

So the bear market in emerging- market currencies had 
remained in force for approximately five years.

With global growth slowing and geopolitical risks rising, 
the attraction of the greenback as a safe- haven currency 
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went up in the last several years. More recently, that 
safe- haven position was enhanced by the U.S. Fed signal-
ing continued interest- rate increases and the Chinese 
government threatening to devalue the yuan. Conversely, 
commodity- oriented currencies such as the Australian 
dollar and the Canadian dollar lost their safe- haven 
status — along with declines in emerging- market curren-
cies, many (although not all) of which are commodity- 
dependent. So we conclude that weak commodity prices 
further encouraged the movement of capital to U.S. 
dollar- denominated assets.

All in all, the U.S. dollar was in a powerful upward trend 
for the last several years, backed by some significant con-
vergent forces. Likewise, the perennially steadfast Swiss 
franc was especially strong — to the point that market 
forces (rather than central bankers) even drove longer- 
term interest rates to negative levels, a situation we hope 
won’t occur in the United States.

Resulting from the conditions described in this paper, 
many emerging- market stocks, bonds and currencies 
are now undervalued in our view. Regarding currencies, 
the “Big Mac Index” is a measure popularized by the The 
Economist to show the relative overvaluation or under-
valuation of various currencies based on the concept of 
purchasing- power parity. The Index uses a consistent mix 
of goods and services (in this case, those involved in pro-
ducing a McDonald’s hamburger) and current currency 
exchange rates to determine the “correct” level. By this 
measure, the chart on page 12 shows the extent to which 
various emerging- market currencies are “undervalued” 
relative to the U.S. dollar.

It’s important to note that the exact level of overvalu-
ation or undervaluation on a purchasing- power parity 
basis is not the main point. (Emerging- market currencies 
will almost always appear undervalued relative to the U.S. 
dollar.) The important point is the degree of change from 
five years ago.

The dark bars in the chart show the currency valua-
tions today (February 29, 2016). The light bars show the 
currency valuations five years ago (February 28, 2011). 
Orange indicates currencies that have fallen in value dur-
ing the five years. And blue indicates currencies that have 
risen in value.

There are several conclusions to draw from this chart. 
First, most emerging- market currencies have fallen dur-
ing the past five years. For example, the Brazilian real has 
gone from 33.17% overvalued to - 41.34% undervalued, 
for a total drop of - 74.51% during the five years! Even 
the Mexican peso has gone from - 31.04% undervalued 
to - 47.31% undervalued, for a total drop of - 16.27%. Now 

you can see why investments in these countries could per-
form very well if the currencies readjust to levels closer 
to five years ago — regardless of whether the underlying 
stock or bond prices move at all.

So why do we think most emerging- market curren-
cies will initiate a sustainable reversal in the near future? 
Quite simply, when currencies deviate from fair value, they 
eventually tend to come back into line. We believe signs 
of stabilization in commodities and more- attractive yields 
in emerging markets have shifted the momentum in favor 
of emerging- market currencies. Additionally, the U.S. Fed 
has backed off its rhetoric regarding interest- rate increases. 
That’s another reason to expect weakness in the dollar, with 
corresponding strength in emerging- market currencies.

The exceptions to our optimistic currency outlook, of 
course, are the currencies in blue. These currencies have 
risen during the five years. Look at the Chinese yuan 
and the Hong Kong dollar. It makes sense that these 
currencies are fairly close to where they were five years 
ago because they’ve mostly been pegged to the U.S. dol-
lar. We think that will change going forward, which 
means the Chinese yuan and the Hong Kong dollar may 
devalue — hence our less optimistic view on Chinese and 
Hong Kong stocks as described earlier.

We could also make the case that the Philippine peso 
and the Thai baht have strengthened and are therefore 
not attractive at current levels. But for these currencies, 
we think the relative strength has to do with the fact that 
the Philippines and Thailand were not caught up in the 
commodities rout. And we actually like certain Philippine 
and Thai stocks without having a specific view on these 
currencies.

THE ROAD AHEAD: EMERGING MARKETS 
DECOUPLE AND THE OPPORTUNITY  
SET NARROWS

In this paper, we’ve described why emerging- market 
stocks have generally performed poorly over the last five 
years — particularly for U.S. dollar- based investors. We’ve 
also explained why selectively chosen emerging- market 
businesses are now attractive in our view. Just as impor-
tant, we’ve outlined the catalysts that could lead to sus-
tainable advances in certain emerging- market stocks.

While China is still a large component of most 
emerging- market indices, we think it’s likely that we’ll 
continue to see a decoupling of China’s stock- market per-
formance from the rest of the emerging- market universe 
and from the rest of the world in general. We may even 
see the creation of more emerging- market indices that 
specifically exclude China, just like there are Asian indi-
ces that exclude Japan. Such changes don’t mean China’s 
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economy will disintegrate. They simply mean China will 
be perceived as having less of an impact on world markets.

Meanwhile, countries like India — whose GDP growth 
is now faster than China’s — will increase in prominence. 
In this regard, it’s interesting to note that China and India 
have very different economies. These two countries aren’t 
major trading partners with each other. Their businesses 
don’t compete heavily with one another around the globe. 
China has a bloated infrastructure along with corporate 
and government debt that must be digested, while India 
is poised to build its infrastructure for the future. And the 
Chinese and Indian stock markets aren’t highly correlated.

In addition to the decoupling from China, we think 
decoupling will take other forms. For example, emerging 
markets will cease to be defined as the “BRICS” (Brazil, 
Russia, India, China and South Africa). Oil-  and other 
commodity- exporting countries will no longer be con-
sidered synonymous with emerging markets. Moreover, 
large state- owned enterprises (SOEs) will become less- 
dominant recipients of investor capital.

Along with the decoupling from outmoded perceptions, 
we believe the “new reality” is that the opportunity set for 
truly great emerging- market investments has narrowed. 
In particular, this opportunity set includes high- quality 
growth companies in the fields of Internet technologies, 
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health care, business- process innovation, and products 
and services for the expanding middle- class consumer 
segments in emerging markets.

As we’ve already mentioned, the most- fertile ground 
for these companies are in places where capital is being 
allocated better — places like India, Indonesia, Mexico, the 
Philippines, South Korea, Taiwan and Thailand. While 
these countries, along with a few others, may seem to 
form a relatively small subset of the emerging- market 
universe, they give us plenty of investments to choose 
from as we strive to build high- quality, well- diversified 
portfolios.

Another part of the new reality is that a passive invest-
ment approach using index funds may not be ideal. Index 
funds haven’t effectively disaggregated the emerging- 
market category. They still reflect old perceptions regard-
ing countries, industries and corporate governance (e.g., 
poor shareholder accountability among SOEs). Unlike 
actively managed portfolios, index funds also miss out on 
the boots- on- the- ground research that’s so essential in 
lesser- known areas of emerging markets, particularly for 
small- cap stocks.

In our view, the Wasatch emerging- market equity port-
folios are currently positioned for the decoupling and 
more- narrow opportunity set described above. Many 
of the companies in which we’re invested also pay sig-
nificant dividends. And for U.S. dollar- based investors, 
we think there’s strong potential for appreciation as the 
dollar weakens and emerging- market currencies gener-
ally strengthen. Based on these factors, we’re hoping for 
a “triple play” in emerging markets: 1) rising stock prices, 
2) steady dividend yields, and 3) added boosts from cur-
rency adjustments. As of this writing, we’ve started to see 
improvement on all three fronts.
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Funds,® a family of no-load mutual funds, as well as to 
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investing, focused on bottom-up, fundamental analysis to 
develop a deep understanding of the investment potential 
of individual companies. In making investment decisions, 
the portfolio managers employ a uniquely collaborative 
process to leverage the knowledge and skill of the entire 
Wasatch Advisors research team. 

Wasatch Advisors is an employee-owned investment 
advisor founded in 1975 and headquartered in Salt Lake 
City, Utah. The firm had $14.8 billion in assets under 
management as of February 29, 2016. Wasatch Advisors, 
Inc. is registered with the Securities and Exchange Com-
mission under the Investment Advisers Act of 1940.
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RISKS AND DISCLOSURES
In addition to the risks of investing in foreign securi-
ties in general, the risks of investing in the securities 
of companies domiciled in frontier and emerging-
market countries include increased political or social 
instability, economies based on only a few indus-
tries, unstable currencies, runaway inflation, highly 
volatile securities markets, unpredictable shifts in 
policies relating to foreign investments, lack of pro-
tection for investors against parties that fail to com-
plete transactions, and the potential for government 
seizure of assets or nationalization of companies.

Investing in small cap funds will be more volatile and 
loss of principal could be greater than investing in 
large cap or more diversified funds.

An investor should consider investment objectives, 
risks, charges, and expenses carefully before invest-
ing. To obtain a prospectus, containing this and 
other information, visit www.WasatchFunds.com or 
call 800.551.1700. Please read it carefully before 
investing.

Information in this document regarding market or economic trends 
or the factors influencing historical or future performance reflects 
the opinions of management as of the date of this document. 
These statements should not be relied upon for any other purpose. 
Past performance is no guarantee of future results, and there is no 
guarantee that the market forecasts discussed will be realized.

CFA® is a trademark owned by CFA Institute.

ALPS Distributors, Inc. is not affiliated with Wasatch Advisors. 

DEFINITIONS
A bear market is generally defined as a drop of 20% or more in 
asset prices over at least a two-month period.

The Big Mac Index is published by The Economist as an informal 
way of measuring the purchasing-power parity (PPP) between two 
currencies and provides a test of the extent to which market 
exchange rates result in goods costing the same in different coun-
tries. It “seeks to make exchange- rate theory a bit more digest-
ible.” The index takes its name from the Big Mac, a hamburger 
sold at McDonald’s restaurants.

The “cloud” is the Internet. Cloud- computing is a model for deliv-
ering information technology services in which resources are 
retrieved from the Internet through web- based tools and applica-
tions, rather than from a direct connection to a server.

Devaluation is the planned or market- forced reduction in the value 
of a currency’s exchange value. Devaluation may improve a coun-
try’s balance- of- payments situation by boosting exports and reduc-
ing imports.

Dividend yield is a company’s annual dividend payments divided 
by its market capitalization, or the dividend per share divided by 
the price per share. For example, a company whose stock sells for 
$30 per share that pays an annual dividend of $3 per share has a 
dividend yield of 10%.

Earnings growth is a measure of growth in a company’s net income 
over a specific period, often one year.

The financial crisis of 2007- 09, also known as the Global Finan-
cial Crisis (GFC) and 2008 financial crisis, is considered by many 
economists to have been the worst financial crisis since the Great 
Depression of the 1930s.

Gross domestic product (GDP) is a basic measure of a country’s 
economic performance and is the market value of all final goods 
and services made within the borders of a country in a year.

The JPMorgan Emerging Market Currency Index measures the 
strength of the most traded developing country currencies against 
the U.S. dollar.

The MSCI Emerging Markets Index is a free float- adjusted market 
capitalization index designed to measure the equity market per-
formance of emerging markets. You cannot invest in this or any 
index.

The MSCI World Index captures large and mid- cap representation 
across 23 developed market countries.

Source: MSCI. The MSCI information may only be used for your 
internal use, may not be reproduced or redisseminated in any form 
and may not be used as a basis for or a component of any financial 
instruments or products or indices. None of the MSCI information 
is intended to constitute investment advice or a recommendation 
to make (or refrain from making) any kind of investment decision 
and may not be relied on as such. Historical data and analysis 
should not be taken as an indication or guarantee of any future 
performance analysis, forecast or prediction. The MSCI informa-
tion is provided on an “as is” basis and the user of this informa-
tion assumes the entire risk of any use made of this information. 
MSCI, each of its affiliates and each other person involved in or 
related to compiling, computing or creating any MSCI information 
(collectively, the “MSCI Parties”) expressly disclaims all warranties 
(including, without limitation, any warranties or originality, accu-
racy, completeness, timeliness, non- infringement, merchantability 
and fitness for a particular purpose) with respect to this informa-
tion. Without limiting any of the foregoing, in no event shall any 
MSCI Party have any liability for any direct, indirect, special, inci-
dental, punitive, consequential (including, without limitation, lost 
profits) or any other damages. (www.msci.com)

OPEC is an acronym for the Organization of Petroleum Exporting 
Countries. OPEC was founded in 1960. It is a collective of coun-
tries that export large amounts of petroleum and was formed to 
establish oil- exporting policies and set prices.

The price- to- book value ratio is used to compare a company’s book 
value to its current market price. Book value is the value of a secu-
rity or asset entered in a company’s books.

The price- to- cash flow ratio is a measure of investors’ expectations 
of a firm’s future financial health. Because this measure deals with 
cash flow, the effects of depreciation and other non- cash factors 
are removed. Similar to the price- to- earnings ratio, this measure 
provides an indication of relative value.

The price- to- earnings (P/E) ratio is the price of a stock divided by 
its earnings per share.

Purchasing- power parity (PPP) is an economic theory that esti-
mates the amount of adjustment needed on the exchange rate 
between countries in order for the exchange to be equivalent to 
each currency’s purchasing power. Two currencies are in PPP when 
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a market basket of goods (taking into account the exchange rate) 
is priced the same in both countries.

A sovereign wealth fund (SWF) is a state-owned investment fund 
investing in real and financial assets such as stocks, bonds, real 
estate, precious metals, or in alternative investments such as pri-
vate equity funds or hedge funds. Sovereign wealth funds invest 
globally.

The Trade- Weighted U.S. Dollar Index, also known as the Broad 

Index, is a measure of the value of the United States dollar relative 
to other world currencies. The Index was introduced by the U.S. 
Federal Reserve Board in 1998 in response to the implementation 
of the euro. The Federal Reserve selected 26 currencies to use in 
the Broad Index. When the Index was introduced, U.S. trade with 
the 26 represented economies accounted for over 90% of total 
U.S. imports and exports.

Valuation is the process of determining the current worth of an 
asset, company or currency.
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