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MARKET OVERVIEW 
Despite a midmonth pullback, emerging-
market (EM) equities finished May well in 
positive territory. The MSCI Emerging 
Markets Index gained 2.96% in US-dollar 
terms for the month and remains up 
17.25% year to date. Throughout May, 
movement among the different regions—
emerging-market EMEA (Europe, the 
Middle East and Africa), the BRICs (Brazil, 
Russia, India and China) collectively and 
Latin America ex Brazil—seemed 
somewhat correlated, though by month-
end the BRICs ended up modestly 
outperforming.  
 
Emerging-market equities were generally 
boosted by a weaker US dollar, a recovery 
in the price of oil and a major 
infrastructure announcement from China. 
Markets also continued to pin high hopes 
on the “Trump trade” while playing down 
tensions with North Korea and chaos from 
a global cyberattack. By midmonth, 
however, stocks suffered a sharp reversal 
on worries that US president Donald 
Trump’s reform agenda might be bogged 
down. As the period came to a close, 
equities recovered as bargain hunters 
looked past political turmoil to buy on the 
dip.       
 
From an individual country perspective, 
Chinese equities surged as investors 
shrugged off a credit-rating downgrade, 
focusing instead on new data that 
underscored robust factory activity. In 
contrast, Brazilian equities suffered a 

brutal sell-off when evidence emerged of a 
bribery scandal embroiling President 
Temer, who has denied any wrongdoing. 
Investors feared that Temer’s political 
capital would be weakened, undermining 
his ability to deliver pension reform, and 
would derail the country’s economic 
recovery. Russian shares also continued 
to falter—securing Russia’s place as the 
worst-performing emerging market year to 
date—as investors worried that extended 
oil production cuts would hobble its energy 
companies.      
 
Results at the sector level were mixed. 
Real estate stocks led on strong 
underlying demand, while the consumer-
discretionary sector also outperformed. At 
the other end of the spectrum, the energy 
sector lagged as investors questioned 
whether OPEC’s ongoing output caps 
would be sufficient to stabilize oil prices 
long term. The utilities sector 
underperformed as well.    
   
EM debt markets continued to deliver 
strong returns in May. Local-currency EM 
debt was the best performing segment, as 
the GBI-EM Global Diversified Index rose 
1.96%. US dollar–denominated EM debt, 
as measured by the EMBI Global Index, 
returned 1.17%. EM corporates rose 
0.48%, per the CEMBI Broad Diversified 
Index. 

 

PORTFOLIO PERFORMANCE AND 
POSITIONING 
The Portfolio underperformed the 
emerging-market equity index in May. The 
Portfolio’s bond and equity holdings 
underperformed the broader emerging-
markets index. Currency selection 
detracted from relative returns, particularly 
our position in the Hungarian forint.  

Power Finance in India was the top 
detractor for the month of May. Political 
headwinds in Brazil, including the 
Supreme Court’s investigation of 
President Temer on corruption charges, 
weighed on regulated companies such as 
Portfolio holdings Cemig (Cia Energetica 
de Minas Gerais) and Itaúsa. Specifically 
for Cemig, its high financial leverage 
makes it sensitive to changes in the 
country’s cost of capital. In addition, the 
company was unable to issue bonds in the 
US, providing further evidence of its 
challenging financial position. 

Strong earnings reports benefited the 
largest contributors to returns. KB 
Financial’s earnings were ahead of 
expectations, supported by an 
improvement in net interest margins, while 
Hana Financial’s results were driven by 
lower operating costs.  

MOL Hungary oil and gas reported 
stronger-than-expected quarterly results, 
driven by improved costs in the upstream 
segment, the startup of a new butadiene 



 

2 MONTHLY COMMENTARY 

unit in the chemicals division and higher 
operating uptime in the refining business. 

Our fixed-income holdings detracted from 
performance relative to the broader fixed-
income debt market, although US-dollar 
debt issued by Ukraine and Petróleos 
Mexicanos (PEMEX) added value.  

OUTLOOK 
Emerging-market fundamentals and 
valuations are very favorable for investors. 
While growth is firming globally, it is 
accelerating in EM markets. Brazil and 
Russia are emerging from recession, and 
Chinese growth remains strong, defying 
periodic fears of collapse.  

Recent market concerns about the 
implications of higher rates, a stronger 
dollar and potential trade policy changes 
from the US have moderated, and market 
volatility has begun to stabilize. Consistent 
with this positive view, we have 
maintained a tilt toward equity in the 
Portfolio at 63%.  

We believe that higher rates and a 
stronger dollar reflect expectations of 
stronger nominal growth, which should be 
good for emerging markets. The impact of 
shifts in US trade policy will have more 
bearing on selecting winners and losers 
within EM than as a broad-based 
challenge for EM economies and 
companies. Energy and raw commodities, 
for example, have generally held up in the 
face of these concerns and are unlikely to 

be substantially affected by tariffs. This 
underscores the importance of being 
selective and active when investing in 
emerging markets. As the actual economic 
impact of higher rates, a stronger dollar 
and new US trade policies becomes 
clearer, we anticipate that many EM 
assets will rally. The winners and losers 
will be found across equity and debt, 
which is why we like the ability to include 
both in this Portfolio.  

We like the balance of exposure to EM 
equity and debt that we now have in the 
Portfolio. In the event that economic 
growth does not accelerate significantly 
from here, earnings growth to support EM 
equity capital appreciation will be more 
modest, though low multiples leave some 
room for expansion, particularly when 
compared with developed-market 
valuations. On the other hand, EM credit 
spreads are high in relation to the yield on 
comparably rated US credit, which has 
historically been a signal for strong future 
relative returns. Moreover, to the extent 
that the global economy remains in a 
muddle-through growth mode, EM debt 
could generate returns comparable to 
equity with considerably less volatility. The 
bonds we select are generally either 
higher-yielding securities with equity-like 
return potential or higher quality securities 
that trade more in sync with Treasuries 
and that should therefore offer significant 
diversification from equities, and downside 
protection. 

EM equities trade at about 12.6 times 
estimated 2017 earnings, versus 19.3 
times for the US and 16.2 times for Japan. 
Consensus earnings growth for EM is 
20.0% this year versus 14.4% for global. 
As earnings growth materializes, we 
believe that EM price-to-earnings multiples 
could expand in the direction of 
developed-market levels, which underpin 
very strong returns.  

However, the path is far from certain. This 
is precisely why we believe that the 
Emerging Markets Multi-Asset Portfolio is 
a great way to get exposure to EM right 
now. Our goal is to smooth out the 
inherent volatility of EM and participate in 
the upside as EM recovers. If it takes 
longer than anticipated, our aim is still to 
generate a positive yield. 

As a reminder, EMMA isn’t simply an 
asset-allocation strategy. We build the 
Portfolio in an integrated process as a 
single team, drawing on the best EM 
investment ideas from across the firm. 
Ultimately, much of the success will be 
driven by how our research into 
companies and countries surfaces 
opportunities that are different from 
standard benchmarks.   

Thank you for your support, 

Morgan Harting  

Please see overleaf for important 
disclosures. 
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The information herein reflects prevailing market conditions and our judgments, which are subject to change, as of the date of this document. In preparing this 
document, we have relied upon and assumed, without independent verification, the accuracy and completeness of all information available from public sources. 
Opinions and estimates may be changed without notice and involve a number of assumptions that may not prove valid. There is no guarantee that any forecasts or 
opinions in this material will be realized. Information should not be construed as investment advice. 

Investment in the Fund entails certain risks. Investment returns and principal value of the Fund will fluctuate so that an investor’s shares, when redeemed, may 
be worth more or less than their original cost. The Fund is meant as a vehicle for diversification and does not represent a complete investment program. Risks are 
described in the Fund’s prospectus. Prospective investors should read the prospectus carefully and discuss risk and the fund’s fees and charges with their financial 
adviser to determine if the investment is appropriate for them. 

References to specific securities are presented to illustrate the application of our investment philosophy only and are not to be considered recommendations by AB. 
The specific securities identified and described in this presentation do not represent all of the securities purchased, sold or recommended for the portfolio, and it 
should not be assumed that investments in the securities identified were or will be profitable. 

The value of an investment can go up or down and past performance is neither indicative of, nor a guarantee of, future results. The sale of AB funds may be 
restricted or subject to adverse tax consequences in certain jurisdictions. This information is directed solely at persons in jurisdictions where the funds and 
relevant share class are registered or who may otherwise lawfully receive it. Before investing in AB funds, investors should review the fund's full prospectus, together 
with the fund’s Key Investor Information Document and the most recent financial statements. Copies of these documents, including the latest annual report and, if 
issued thereafter, the latest semi-annual report, may be obtained free of charge from AllianceBernstein (Luxembourg) S.à r.l., by visiting www.abglobal.com or by 
contacting the local distributor in the jurisdictions in which the funds are authorised for distribution. 

Note to European Readers: The Key Investor Information Document is available in the local language of each country in which the Fund is registered. The Fund’s 
Prospectus is available in English, French and German. This information is issued by AllianceBernstein Limited, 50 Berkeley Street, London W1J 8HA. Registered in 
England, No. 2551144. AllianceBernstein Limited is authorised and regulated in the UK by the Financial Conduct Authority (FCA). 

Note to Austrian and German Readers: Local paying and information agents: Austria—UniCredit Bank Austria AG, Schottengasse 6-8, 1010 Vienna; Germany—
BHF-Bank Aktiengesellschaft, Bockenheimer Landstraße 10, 60323 Frankfurt am Main. 

Note to Liechtenstein Readers: The Fund is not registered for public distribution in Liechtenstein and, accordingly, shares may only be offered to a limited group of 
Professional Investors, in all cases and under all circumstances designed to preclude a public solicitation in Liechtenstein. This fact sheet may not be reproduced or 
used for any other purpose, nor be furnished to any person other than those to whom copies have personally been sent by AB. Neither the Fund nor the shares 
described therein have been subject to the review and supervision of the Liechtenstein Financial Market Authority. 

Note to Swiss Readers: This document is issued by AllianceBernstein Schweiz AG, Zurich, a company registered in Switzerland under company number CHE-
306.220.501. AllianceBernstein Schweiz AG is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (FINMA) as a distributor 
of collective investment schemes. Swiss Representative & Swiss Paying Agent: BNP Paribas Securities Services, Paris, Succursale de Zürich. Registered office: 
Selnaustrasse 16, 8002 Zürich, Switzerland, which is also the place of performance and the place of jurisdiction for any litigation in relation to the distribution of 
shares in Switzerland. The Prospectus, the key investor information documents, the Articles or management regulations, and the annual and semiannual reports of 
the concerned fund may be requested without cost at the offices of the Swiss representative. 

Note to UK Readers: For Investment Professional use only. Not for distribution to individual investors. The Portfolio is a portfolio of AB SICAV I, an open-ended 
investment company with variable capital (société d’investissement à capital variable) incorporated under the laws of Luxembourg. 

The Portfolio is a portfolio of AB SICAV I, an open-ended investment company with variable capital (société d’investissement à capital variable) incorporated under 
the laws of Luxembourg. 
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