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Has the tide turned for emerging markets?
Frédérique Carrier – London

Investment has streamed into emerging markets this year, attracted by the promise of structural 
changes. Can this enthusiasm continue in the face of weak Chinese industrial data and the 
increasing likelihood of a U.S. recession? We weigh how to best position portfolios.

Funds flow in on improving fundamentals 
In a reversal of last year’s trend, investor fund flows have 
returned to emerging markets (EM) in 2023. According to 
EPFR Global, $39 billion has been invested in EM equities 
year to date, and a more modest $2 billion into EM fixed 
income. Investors have been attracted to what seem to be 
long-term structural changes, such as greater adherence 
to monetary policy orthodoxy and the prospect of a 
commodity supercycle, while the growth differential in 
favor of EM over developed markets (DM) has widened 
markedly. 

New monetary orthodoxy – Many EM central banks had 
the foresight to start monetary tightening much earlier 
than their DM peers. With the medicine applied early, 
interest rate hiking cycles are now coming to an end, 
while inflation is trending lower and has reached the 
single digits in most countries. Consensus expectations 
have interest rates declining in India and most of Latin 
America before year’s end, and in some Eastern European 
countries next year. 

Monetary tightening has also helped underpin local 
currencies, as a high pickup in real bond yields compared 
to developed markets has attracted capital over the past 
several months. At present, the real yield differential in 
six large EM economies (Brazil, Indonesia, India, Mexico, 
Poland, and South Africa) is roughly five percent. 

A commodities supercycle? – Commodity prices have 
staged a remarkable recovery since mid-2020, benefiting 
from the reopening of economies after the pandemic and 
from increased demand for critical industrial minerals 
needed for the clean energy transition. Price gains were 
also extended due to the Russo-Ukrainian war, which 
deprived markets of two important suppliers. As a result, 
prices for both industrial metals and the agricultural 

Note: CRBI is an index of industrial and agricultural commodities 

Source - RBC Wealth Management, Bloomberg; data through 5/12/23
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complex are much above recent averages. Given rapidly 
growing demand and the difficulty of ramping up 
supply quickly, there is increasing talk of a commodities 
supercycle. 

Many EM countries are generously endowed with 
natural resources, so their economies are tightly linked 
to commodity prices. Resource stocks represent some 
15 percent of overall EM market capitalization, according 
to our national research correspondent, and therefore 
EM equities tend to benefit from rising commodity prices. 

Improving growth differential – Overall, consensus 
has upgraded 2023 economic growth forecasts for EM 
economies, even as DM forecasts have been downgraded.

During 2023, outlook upgrades for Asian countries which 
benefit from China’s reopening and for some Middle 
Eastern countries have more than offset downgrades 
in Latin America, Eastern Europe, and Africa. As DM 
economic growth prospects dimmed due to banking 
woes, EM countries’ economic growth differential 
relative to developed markets improved. Historically, 
when EM growth exceeds DM growth, EM equities tend 
to be well supported, according to our national research 
correspondent. 

Consensus estimates now call for EM GDP growth to reach 
4.2 percent in 2023, up from 3.1 percent early this year, 
while DM GDP growth expectations have been pulled back 
to 0.9 percent from 2.6 percent. 

EM corporate earnings forecasts have been similarly 
revised upward, again in contrast to DM forecasts which 
have been downgraded. MSCI now expects EM earnings to 
grow by 2.1 percent in 2023, in contrast to the 2.7 percent 
contraction expected at the beginning of the year; 2024 
earnings expectations have improved to 17.4 percent from 
13.7 percent over the same period. 

Will EM continue to attract inflows? 
These developments bode well for the asset class, 
but in our view they bear close monitoring as cyclical 
considerations may be coming back to the fore. 

Monetary orthodoxy has its cost – Interest rates are in 
the double digits in several countries, including Hungary, 
Egypt, and some Latin American states. This is not 
sustainable, particularly where economies or companies 
are highly indebted. Mark Dowding, chief investment 
officer at RBC BlueBay Asset Management LLP, points out 
that stress is building in some fringe emerging markets 
and a number have had to restructure debt, including 
Zambia and Ghana. He believes more restructurings could 
be in the offing as weaker economies struggle with a 
“toxic mix of elevated debt levels, plus higher U.S. rates.” 
With many countries holding national debt in U.S. dollars, 
the 500 basis point (bps) interest rate increase has proven 
particularly painful. 

Eric Lascelles, chief economist at RBC Global Asset 
Management Inc., notes that from the point of view of an 

EM fixed income investor, the situation is not alarming 
because the countries which have defaulted and those 
under duress (i.e., where the spread of local bonds to 
U.S. bonds is greater than 1000 bps) represent less than 
3 percent of EM market capitalization. 

Polina Kurdyavko, head of EM at RBC BlueBay, believes 
that emerging market policymakers have gained a lot of 
credibility by staying on the front foot during the interest 
rate hiking cycle. She opines, however, that the challenge 
now is to transition from a stance of tight monetary policy 
and relatively loose fiscal policy, adopted to counter the 
effects of the COVID-19 pandemic and the Russo-Ukrainian 
conflict, to more dovish monetary policy and more 
conservative budgets. Execution, she says, will be key. 

Commodities supercycle on hold for now? – While 
long-term opportunities remain for commodities, in our 
view, prices have weakened this year on concerns that 
consumption may wane as the global economy slows. 
Energy prices are down some 15 percent, while industrial 
metals are down some 10 percent. 

The fates of most industrial commodities are tightly linked 
to China, whose recovery seems uneven. Moreover, this 
recovery is unusual in that it is being driven by household 
consumption, particularly in services, so it will likely be 
less beneficial to commodity-exporting EM countries. 
China’s recent housing market recovery could potentially 
support demand for commodities, but only if the current 
rebound continues and proves to be built on more than 
post-pandemic pent-up demand. 

Finding opportunities in EM 
We think fixed income represents the most attractive 
EM opportunities for investors as monetary policy is 
gradually being relaxed. In our view, EM bond credit 
spreads more than compensate for a deterioration of 
credit quality in the countries which are under duress. 
Being selective remains of prime importance. 

Risks are more finely balanced for EM equities. Valuations 
are supportive, with the MSCI Emerging Markets Index 
trading on an 11.9x forward price-to-earnings ratio and 1.6x 
price-to-book value, but it is hard to see the asset class 
decoupling from U.S. equities if one or more of the three 
risks outlined in a recent Global Insight Weekly article 
were to materialize. We advise a Market Weight allocation 
to Asia ex Japan. 

GDP growth forecast changes 
Emerging markets (EM) vs. developed markets (DM)

Source - RBC Wealth Management, Bloomberg; data as of 5/15/23

January 
forecast

May 
forecast

Consensus EM GDP growth 3.1% 4.2%

Consensus DM GDP growth 2.6% 0.9%

EM/DM growth differential 0.5% 3.3%
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UNITED STATES

Alan Robinson – Seattle

 n The major U.S. stock indexes continue to trade within 
the narrow ranges in place since the start of April. 
The S&P 500 has not had a week in which it moved up or 
down 1% in the past seven, the longest stretch since 2019. 
Sentiment was balanced, with optimism over an eventual 
debt ceiling increase tempered by growing concerns over 
weakening consumer behavior.

 n These concerns were stoked by three high-profile 
consumer bellwethers that reported earnings during 
the week. Home Depot (HD) reported an in-line quarter 
but warned that full-year earnings were likely to shrink 
10% y/y as the housing market struggles. Similarly, Target 
(TGT) cautioned that Q2 2023 earnings were tracking 
23% below consensus estimates as shoppers reduced 
discretionary purchases such as clothing and home 
goods. Walmart (WMT) bucked the trend somewhat by 
beating sales estimates and raising full-year sales growth 
guidance to 3.5% y/y. Management cited share gains in 
groceries and increases in store visits by more budget-
conscious affluent consumers. 

 n The slowing consumer narrative was reflected in U.S. 
retail sales for April, which were up 0.4% m/m, missing 
the consensus estimate of 0.8% m/m growth. Gains in 
e-commerce sales were offset by declines in furniture and 
clothing,

 n With stocks relatively directionless, investors 
looked to the commodities market to offer clues to the 
next market moves. The widely watched ratio of the price 

of copper relative to the price of gold has trended lower 
since its Q1 2023 high (see chart). Copper is a pro-cyclical 
commodity while gold is considered a hedge against 
market volatility, so a decline in this ratio often signals 
trouble ahead for stocks. Cyclical areas of the stock 
market such as the Industrials sector tend to follow the 
copper/gold ratio, but this relationship has broken down 
so far in Q2 2023 with Industrials stocks holding up better 
than expected. But unless copper rallies or gold falls this 
summer, cyclical stocks may have a hard time making 
gains.

CANADA

Sean Killin & Richard Tan, CFA – Toronto

 n Recent headline risks regarding the U.S. debt 
ceiling and softening economic data have prompted 
questions on whether gold should be part of 
investment portfolios. Gold has outperformed the S&P/
TSX Composite year to date, driven in part by record 
purchases from global central banks and risk-off tones 
from market participants. Gold’s historical negative 
correlation to real U.S. interest rates has broken down 
in recent months, as the commodity has moved past 
US$2000 per ounce without a commensurate decline in 
rates that would be consistent with this relationship. For 
context, the current price is above RBC Capital Markets’ 
US$1800 base-scenario 2023 forecast, but in line with its 
high-scenario estimate. Finally, regarding gold equities, 
we prefer royalty operators versus mining producers 
given that the former category generally produces more 
attractive margins, earnings, and greater downside 
protection during periods of gold price weakness. 
Overall, we believe gold is less timely at current levels, 
notwithstanding the prospect of a larger-than-expected 
economic slowdown. 

 n Canadian headline inflation picked up modestly 
in April, raising concerns that inflationary pressures 
could remain sticky in the Canadian economy. Headline 
CPI came in at 4.4% y/y in April, well above the 4.1% y/y 
consensus estimate and up from 4.3% y/y in March. 
The rising cost of shelter was the largest contributor to 
headline CPI in April, with rent and mortgage costs both 
increasing meaningfully. Despite the upside surprise, price 
pressures have been trending downward since the peak in 
June 2022, as the lagged impact from the Bank of Canada’s 
rate hike campaign is starting to show signs of weighing 
on economic growth, which could help keep inflation on 
a downtrend in the coming months. In our view, tighter 
financial conditions and higher borrowing costs will 
likely continue to exert downward pressure on consumer 
activity and help to ease demand-driven inflationary 
pressures. 

Data normalized with 12/31/22 levels = 100 

Source - RBC Wealth Management, FactSet; data through 5/17/23
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EUROPE 

Thomas McGarrity, CFA – London

 n European equities have returned around 13% in euro 
terms year to date, and over 14% in U.S. dollar terms, 
based on the STOXX Europe 600 ex UK Index. While strong 
performance from many of the companies representing 
the biggest weights in the index has been a key driver, 
European market performance has been broadly robust, 
with a wide range of industries contributing to returns; the 
median year-to-date return is over 10%. 

 n The biggest contributor at the sector level has been 
Consumer Discretionary, accounting for over 22% of 
overall index returns. Europe’s luxury goods companies 
have made significant performance contributions as they 
have benefited from China reopening trade. Consensus-
beating Q1 results, alongside confident company 
commentary around trading in Q2 so far, have helped 
confirm that a strong luxury goods sales recovery in China 
is coming through.

 n European Capital Goods, which has returned over 
17% YTD in aggregate, has been the biggest contributor 
to index returns at the industry level. The structural 
outlook for many Capital Goods firms is positive, in 
our view, as we believe many companies in the region 
are well positioned to benefit from secular trends such 
as electrification and automation—although late-
cycle worries persist. Contrary to these cyclical macro 
concerns, RBC Capital Markets believes the upcycle for 
European Capital Goods companies has been subdued 
due to supply chain disruptions over the past couple of 
years, and thus extended order backlogs could enable 
the group to avoid a notable downturn over the next 12 
months, even in an environment of weakening economic 
growth. 

 n We remain of the view that the current weakening 
macro backdrop warrants being Overweight stocks 
and sectors with more defensive and quality 

characteristics, and Underweight cyclicals. However, 
within the latter category, we see pockets of strength in 
areas traditionally viewed as cyclical—such as the luxury 
goods and capital goods industries, where we believe 
many companies can continue to perform well. Hence, 
we believe the current environment continues to favour a 
selective approach. 

ASIA PACIFIC

Nicholas Gwee, CFA – Singapore

 n Asia Pacific equity markets traded mixed during 
the week, with Taiwan and Japan leading and Thailand 
lagging. Thailand held its general election and the 
opposition scored a major victory over the ruling party. 
However, as no single party won a majority, it remains 
unclear if Pita Limjaroenrat, leader of the progressive 
Move Forward Party that delivered a surprise victory, can 
successfully form a coalition government and become 
Thailand’s 30th premier.

 n Japan’s equity stock market indexes are trading at 
their highest levels in 30 years (both the TOPIX and 
Nikkei 225). Japan has been one of the better-performing 
developed markets year to date in local-currency terms. 
Investor sentiment has been supported by strong 
domestic demand, the potential for China’s reopening 
to boost tourism, and the Tokyo Stock Exchange’s 
restructuring of its market segments. The goal of the 
restructuring is to incentivize companies to enhance their 
overall corporate value, which could in turn drive higher 
profits/productivity/enterprise value and positively impact 
the domestic economy, while at the same time attracting 
more investment in Japanese equities from international 
and domestic investors. Despite the TOPIX trading at a 
30-year high, it continues to appear undervalued with 
a forward price-to-earnings multiple below the 10-
year historical average. Longer term, we like that the 
economy has shifted away from years of deflation 
pressures, as corporations are now increasingly 
able to hike prices to reflect higher costs. We remain 
constructive on Japanese equities.

 n Singapore’s banks reported Q1 2023 results, and 
we are turning increasingly cautious on the sector as 
we see clear evidence that net interest margins have 
peaked, loan growth is moderating, and non-interest 
income is likely to drift lower. We believe the end of the 
rate hike cycle will likely limit upside, while an elevated 
risk of nonperforming loans would likely lead to downside. 
Historically, during periods of weaker global growth, 
Singapore’s banks tend to de-rate closer to book value. 

Best-performing industries within the European 
equity market in 2023 so far 

Source - RBC Wealth Management, Bloomberg; data through 5/17/23

Total return 
year to date

Contribution 
to overall 

index return

STOXX Europe 600 ex UK Index 13%

Capital Goods 17% 2.2%

Consumer Durables & Apparel 29% 1.6%

Pharmaceuticals 11% 1.5%

Semiconductors & 
Semiconductor Equipment

21% 0.9%
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Equities (local currency) Level MTD YTD 1 yr 2 yr

S&P 500 4,158.77 -0.3% 8.3% 1.7% -0.1%

Dow Industrials (DJIA) 33,420.77 -2.0% 0.8% 2.3% -2.6%

Nasdaq 12,500.57 2.2% 19.4% 4.3% -6.6%

Russell 2000 1,774.50 0.3% 0.8% -3.6% -20.3%

S&P/TSX Comp 20,296.43 -1.6% 4.7% -0.9% 4.2%

FTSE All-Share 4,210.17 -1.7% 3.3% 1.5% 5.2%

STOXX Europe 600 463.98 -0.6% 9.2% 5.7% 4.9%

EURO STOXX 50 4,323.23 -0.8% 14.0% 15.5% 7.9%

Hang Seng 19,560.57 -1.7% -1.1% -5.1% -30.6%

Shanghai Comp 3,284.23 -1.2% 6.3% 6.2% -6.6%

Nikkei 225 30,093.59 4.3% 15.3% 12.9% 8.2%

India Sensex 61,560.64 0.7% 1.2% 13.3% 24.2%

Singapore Straits Times 3,173.84 -3.0% -2.4% -0.9% 3.1%

Brazil Ibovespa 109,459.95 4.8% -0.3% 0.6% -11.0%

Mexican Bolsa IPC 55,067.37 -0.1% 13.6% 7.0% 11.5%

Gov’t bonds (bps change) Yield MTD YTD 1 yr 2 yr

U.S. 10-Yr Treasury 3.564% 14.2 -31.1 57.8 191.5

Canada 10-Yr 3.106% 26.5 -19.4 7.9 152.9

UK 10-Yr 3.837% 11.8 16.5 195.6 297.2

Germany 10-Yr 2.336% 2.3 -23.5 129.0 245.1

Commodities (USD) Price MTD YTD 1 yr 2 yr

Gold (spot $/oz) 1,981.84 -0.4% 8.7% 9.2% 6.2%

Silver (spot $/oz) 23.74 -5.2% -0.9% 9.7% -15.7%

Copper ($/metric ton) 8,074.24 -5.9% -3.5% -14.0% -21.9%

Oil (WTI spot/bbl) 72.83 -5.1% -9.3% -35.2% 9.9%

Oil (Brent spot/bbl) 76.89 -3.3% -10.5% -31.3% 10.7%

Natural Gas ($/mmBtu) 2.37 -1.6% -47.0% -71.4% -23.7%

Currencies Rate MTD YTD 1 yr 2 yr

U.S. Dollar Index 102.8940 1.2% -0.6% -0.5% 14.1%

CAD/USD 0.7432 0.7% 0.7% -4.8% -10.3%

USD/CAD 1.3456 -0.7% -0.7% 5.0% 11.5%

EUR/USD 1.0837 -1.7% 1.2% 2.7% -10.8%

GBP/USD 1.2485 -0.7% 3.3% -0.1% -11.7%

AUD/USD 0.6659 0.7% -2.3% -5.3% -14.2%

USD/JPY 137.6800 1.0% 5.0% 6.4% 26.1%

EUR/JPY 149.2100 -0.6% 6.3% 9.3% 12.4%

EUR/GBP 0.8680 -1.0% -2.0% 2.8% 1.0%

EUR/CHF 0.9740 -1.2% -1.6% -7.1% -11.3%

USD/SGD 1.3422 0.6% 0.2% -3.1% 0.5%

USD/CNY 6.9965 1.2% 1.4% 3.8% 8.7%

USD/MXN 17.5991 -2.2% -9.7% -11.7% -11.0%

USD/BRL 4.9357 -1.0% -6.5% -0.1% -6.4%

Equity returns do not include dividends, 
except for the Brazilian Ibovespa. Bond 
yields in local currencies. Copper Index 
data and U.S. fixed income returns as 
of Wednesday’s close. Dollar Index 
measures USD vs. six major currencies. 
Currency rates reflect market con-
vention (CAD/USD is the exception). 
Currency returns quoted in terms of the 
first currency in each pairing. 

Examples of how to interpret currency 
data: CAD/USD 0.74 means 1 Canadian 
dollar will buy 0.74 U.S. dollar. CAD/USD 
0.7% return means the Canadian dollar 
rose 0.7% vs. the U.S. dollar year to 
date. USD/JPY 137.68 means 1 U.S. dollar 
will buy 137.68 yen. USD/JPY 5.0% return 
means the U.S. dollar rose 5.0% vs. the 
yen year to date.

Source - Bloomberg; data as of 5/17/23 
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Fixed income (returns) Yield MTD YTD 1 yr 2 yr

U.S. Aggregate 4.44% -0.7% 2.8% -0.6% -9.5%

U.S. Investment-Grade Corp 5.29% -1.5% 2.7% 0.4% -11.2%

U.S. High-Yield Corp 8.75% -0.8% 3.8% 2.9% -4.8%
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