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 MARKET REVIEW

EMs declined in the quarter in the 
wake of the US election; EMs were 
positive for the year, outperforming 
DMs. 

A stronger dollar and the potential 
for increased protectionism under a 
Trump administration weighed on 
EM returns. 

EMs ended the year with a 
pronounced shift away from more-
expensive growth stocks in favor of 
value stocks. 

India’s demonetization program 
temporarily disrupted the economy, 
but should benefit the country 
longer term. 

 PORTFOLIO HIGHLIGHTS

We continue to seek high-quality 
companies that offer superior 
growth prospects at relatively 
attractive valuations.

Our Chinese holdings include 
a diverse collection of growing 
businesses in profitable niches 
of the economy, including a new 
investment in a social-media 
enterprise. 

We added the portfolio’s fourth new 
South Korean holding this year, a 
local innovator in supplying custom 
home interiors and accessories.

COMPOSITE PERFORMANCE (% TOTAL RETURN) FOR PERIODS ENDING DECEMBER 31, 20161

3 MONTHS 1 YEAR 3 YEARS2 5 YEARS2 10 YEARS2 SINCE INCEPTION2,3

HL EMERGING MARKETS (GROSS OF FEES) -4.12 14.84 0.27 5.72 4.34 12.68

HL EMERGING MARKETS (NET OF FEES) -4.33 13.85 -0.58 4.80 3.40 11.78

MSCI EMERGING MARKETS INDEX4,5 -4.08 11.60 -2.19 1.64 2.17 8.73

1The Composite performance returns shown are preliminary; 2Annualized Returns; 3Inception Date: November 30, 1998; 4The Benchmark Index; 5Gross of withholding taxes.

Please read the above performance in conjunction with the footnotes on page 11 of this report. Past performance does not guarantee future results. All 
performance and data shown are in US dollar terms, unless otherwise noted.

SECTOR EXPOSURE (%)

HL EM MSCI EM (UNDER) / OVER THE BENCHMARK

FINANCIALS 29.8 24.4

CONS DISCRETIONARY 14.3 10.3

CASH 3.5 –

HEALTH CARE 3.7 2.5

CONS STAPLES 7.7 7.2

INDUSTRIALS 5.6 5.7

ENERGY 6.8 7.9

INFO TECHNOLOGY 22.1 23.2

UTILITIES 1.1 2.9

REAL ESTATE 0.5 2.6

TELECOM SERVICES 3.1 5.9

MATERIALS 1.8 7.4

GEOGRAPHIC EXPOSURE (%)

HL EM MSCI EM (UNDER) / OVER THE BENCHMARK

DEVELOPED MRKET LISTED6 5.4 –

CASH 3.5 –

RUSSIA 6.1 4.5

MEXICO 5.0 3.5

FRONTIER MARKETS7 1.3 –

SMALL EMERGING MARKETS8 16.2 15.8

INDIA 7.6 8.3

BRAZIL 6.6 7.7

SOUTH AFRICA 5.5 7.1

TAIWAN 9.0 12.2

SOUTH KOREA 11.1 14.4

CHINA + HONG KONG9 22.7 26.5

Sector and geographic allocations are supplemental information only and complement the fully compliant 
Emerging Markets Composite GIPS Presentation.

Source: Harding Loevner Emerging Markets Model; MSCI Inc. and S&P. MSCI Inc. and S&P do not make any 
express or implied warranties or representations and shall have no liability whatsoever with respect to any 
GICS data contained herein.

6Emerging markets or frontier markets companies listed in developed markets, excluding Hong Kong; 7Includes countries with less-developed 
markets outside the Index; 8Includes the remaining emerging markets, which individually, comprise less than 5% of the Index; 9The Harding 
Loevner Emerging Markets Model Portfolio’s end weight in China is 16.2% and Hong Kong is 6.5%. The Benchmark does not include Hong Kong.
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South Korea’s president was impeached, President Zuma of 
South Africa survived a no-confidence vote by his own party, 
and Egypt devalued its currency by half at the behest of the In-
ternational Monetary Fund. All of these incidents were periph-
eral to investors’ main focal points of the quarter: China, where 
economic risks rose as persistent capital outflows pressured its 
currency; OPEC, which agreed to cut production, strengthening 
global oil prices; India, where Prime Minister Narendra Modi’s 
surprise decision to demonetize much of its currency to com-
bat undisclosed income sent shockwaves through the economy; 
and the US, venue of the main event, where Donald Trump’s 
presidential election victory on November 8 confounded all ex-
pectations. 

Perspectives on China and India come later in this report, but 
we should first account for the effects of the US election result 
and the potential policy explosion ignited by President-elect 
Trump, which set the pattern of asset-market returns for the 
quarter. The prospect of a more cavalier fiscal discipline in the 
US struck inflationary sparks, reflected in global bond markets 
where yields rose in unison around the world, while the antici-
pation of a protectionist trade policy tolled negatively across 
export-reliant EMs. Developed equity markets globally, which 
largely shrugged off the risks of “Trumponomics,” were buoyed 
by the positive impact on banking profits of prospectively 
higher interest rates and the benefits for business generally of 
potentially lower corporate taxes and less-suffocating regula-
tion. By contrast, EMs suffered a sharp reversal in the positive 
sentiment that had infused the year through November 8, re-
acting in anticipation of further rises in global interest rates and 
slower growth in global trade. 

Extreme protectionist moves would be undoubtedly negative 
for EMs, particularly for those powered by exports in manufac-
tured goods to the US, with Mexico and China front and center 
in the firing line. However, we are skeptical about the extent 
to which one man alone can undo global supply chains knitted 
together by trade deals over decades. Perhaps a larger cost to 
EMs of Trump’s victory than loss of exports will be the loss of 
time in their pursuit of economic development, as uncertainty 
over the direction and impact of US economic policies delays 
capital investment decisions just when EMs were regaining the 
confidence of the global business community. 

On November 30, OPEC overcame political tensions among 
Saudi Arabia, Iran, and Iraq to formalize an agreement to limit 
oil production levels starting in January 2017—the first such 
agreement in eight years. The oil price (as measured by Brent 
Crude) ended the year at about US$56, US$10 higher than 
the fourth-quarter low hit in November. The twin exogenous 
shocks to emerging economies of the US election result and 
OPEC’s agreement were quickly priced into currency markets. 
Foreign exchange movements cost EM investors 3% in US dol-
lar returns during the three days following the election result. 
The Mexican peso, which had already suffered significant pain 
in the year, sold off a further 12% post-election, while curren-
cies of Asian manufacturing economies, such as the South Ko-
rean won and Malaysian ringgit, were also among the weakest. 

 MARKET REVIEW

The MSCI Emerging Markets (EM) Index declined 4.1% during 
the fourth quarter, underperforming developed markets (MSCI 
World Index) by some six percentage points and diluting the 
strong returns that EMs posted earlier in the year. However, 
for the calendar year, EMs with their return of 11.6% were still 
well ahead of developed markets, which rose 8.2%, and fully 
ten percentage points ahead when the US is excluded (MSCI 
EAFE Index). 

The fourth quarter opened and closed with deaths—the passing 
on October 13 of Thailand’s beloved King Bhumibol at age 88 
and the assassination on December 19 of Andrei Karlov, Rus-
sia’s ambassador to Turkey by a partisan police officer—while 
the time in between was punctuated by a volley of other events 
that, like the deaths, were important locally but had only mi-
nor effects on EMs overall. To name a few, Colombian voters 
rejected a peace accord with the FARC rebels, Turkey’s Presi-
dent Erdoğan accused local banks of treason for rebuffing him, 

SECTOR PERFORMANCE (USD%)
OF THE MSCI EM INDEX

SECTOR 4Q 2016 TRAILING 12 MONTHS

CONSUMER DISCRETIONARY -9.4 1.2

CONSUMER STAPLES -10.4 0.4

ENERGY 8.1 36.9

FINANCIALS -0.6 14.1

HEALTH CARE -9.6 -7.4

INDUSTRIALS -6.1 -1.5

INFORMATION TECHNOLOGY -6.3 17.2

MATERIALS 4.1 31.6

REAL ESTATE -10.4 -2.9

TELECOM SERVICES -6.2 2.7

UTILITIES -6.6 3.9

MARKET PERFORMANCE (USD%)

REGION/COUNTRY                                   4Q 2016 TRAILING 12 MONTHS

LATIN AMERICA -0.8 31.5

BRAZIL 2.2 66.7

MEXICO -7.8 -9.0

ASIA -6.0 6.5

CHINA -7.1 1.1

INDIA -8.0 -1.4

SOUTH KOREA -5.3 9.2

TAIWAN -2.2 19.6

AFRICA -4.5 17.6

SOUTH AFRICA -4.0 18.4

EUROPE 9.5 26.3

RUSSIA 18.7 55.9

MSCI EM INDEX -4.1 11.6

Source: FactSet (as of December 31, 2016); MSCI Inc. and S&P.
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As 2016 progressed, global equity markets hinted at a grow-
ing investor affinity toward value stocks, manifested mainly 
as relative strength of the Energy and Materials sectors and of 
bank shares in commodity-exporting countries. This trend was 
amplified in the fourth quarter, when markets lurched away 
from more-expensive growth stocks. Sector returns for the 
quarter had a similar profile to the full year, with Energy and 
Materials leading. Every other sector posted a negative return. 
The Consumer and Health Care sectors—homes to a high pro-
portion of durable-growth businesses—were especially weak. 
The positive impact of the Trump victory on Financials stocks 
in developed markets did not flow over to EMs, with the cost 
of higher US interest rates on EM corporates and households 
seen as likely to outweigh the benefit of any growth fillip from 
a more expansionary US fiscal agenda. The EM Real Estate 
sector was dragged down by property stocks in Southeast Asia, 
where local bond yields rose, and in China, where policymak-
ers reversed measures that had encouraged investment into 
the sector. 

Information Technology (IT) modestly underperformed the 
Index in the quarter, although there was notably wide disper-
sion in returns across countries. In South Korea, shares of Index 
heavyweight Samsung Electronics rose (despite the much-
publicized recall of the Note 7 phablet) as it announced further 

Companies held in the portfolio during the quarter appear in bold type; only 
the first reference to a particular holding appears in bold. The portfolio is 
actively managed therefore holdings shown may not be current. Portfolio 
holdings should not be considered recommendations to buy or sell any 
security. It should not be assumed that investment in the security identified 
has been or will be profitable. To request a complete list of holdings for the 
past year, please contact Harding Loevner. A complete list of holdings at 
December 31, 2016 is available on page 9 of this report.

plans for increased cash payouts in the form of dividends and 
share buybacks, which helped address shareholders’ angst over 
its cash-heavy balance sheet. China’s IT sector declined, how-
ever, hurt by tech giants Alibaba and Tencent. In December, 
the US government accused Alibaba’s e-commerce platform 
Taobao of selling counterfeit goods and placed it on its list of 
“Notorious Markets.” 

From a regional perspective, Asia posted the worst return in the 
quarter, as higher energy prices, higher global interest rates, 
and the prospect of further dislocation in global trade all com-
bined against the region’s major countries. Local developments 
also raised investor concern. India, for instance, saw weakness 
in Financials and Consumer Discretionary stocks in reaction to 
Modi’s demonetization policy. The Philippines (-13%) was the 
weakest Asian market as President Rodrigo Duterte’s bloody 
war on drugs and inflammatory anti-American rhetoric have 
frightened investors. Africa was also weak, with rising bond 
yields hurting precious metal prices, which caused shares of 
South African gold and platinum miners to retrace recent gains. 
In Egypt, US dollar returns were crushed by the pound devalua-
tion. European EMs were strong, mostly due to Russian Energy 
and Financial names, which overcame continuing weakness in 
Turkey. Latin America also outperformed—despite the decline 
in Mexico, largely in the form of peso weakness—as Brazil, 
Chile, and Peru were supported by strong commodity prices, 
notably iron ore and copper. 
 

 PERFORMANCE AND ATTRIBUTION

The Emerging Markets composite fell 4.1% this quarter, per-
forming in line with the Index. For the year, the composite 
posted a 14.8% return, its highest return since 2012 and its 
seventh consecutive calendar year of outperformance. The In-
dex returned 11.6%. The charts on the following page illustrate 
performance attribution for the year by sector and region, re-
spectively.

In the quarter, lagging Financials stocks and our large under-
weight in Materials were detractors, but these were offset by 
strong stock selection in IT, Health Care, and Energy. Returns 
in IT were boosted by our overweight position in Samsung Elec-
tronics, which has continued to enjoy strong revenue growth 
from its advanced products, especially 3D NAND memory de-
vices and cutting-edge OLED displays. Also helpful was our lack 
of investment in Alibaba. In Energy, we had strong contribu-
tions from Russia’s Lukoil, Tenaris (a producer of steel pipe), 
and Kazakhstan’s Nostrum Oil & Gas. The latter made prog-
ress reestablishing investor confidence despite reduced cash 

Conversely, commodity-related currencies recovered after their 
brief post-election drop (note the rand, real, and ruble in the 
following chart) as energy and industrial metals prices rose, 
the latter helped by buoyant industrial activity in China and the 
prospect of higher infrastructure investment in the US. For the 
entire quarter, though, the real, ruble, and Peruvian sol were 
the only three currencies to appreciate.

For the full year, currency movements overall had little impact 
on US dollar returns for EMs, as reflected in the flattish line of 
the J.P.Morgan EM Currency Index.

EM CURRENCY RETURNS VERSUS USD – 2016
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From a regional perspective, portfolio allocation was benefi-
cial largely due to our overweight in Russia and positions in 
developed market–listed EM companies Tenaris and ASM Pa-
cific, a Hong Kong producer of semiconductor manufacturing 
equipment. Stock selection was strong in Russia and South 
Africa, where Standard Bank’s share price reacted positively 
to its first-half earnings report, which beat expectations and 
demonstrated strong risk management and cost control despite 
the many challenges Standard Bank faces in the African mar-
kets where it operates, especially Nigeria. We also benefited 
from having no exposure within the Materials sector to gold 
and platinum miners, which sold off 40% with weakness in the 
gold price.

Selection was weakest in Brazil, where weakness in some of our 
holdings was compounded by a strong rally in cyclical stocks, 
such as iron ore, paper, and steel companies, a large headwind 
for our style. Shares of card-payment processor Cielo were hit 
by news of potential regulatory changes that could reduce the 
company’s profitability, including a requirement that Brazil-
ian processors shorten their lengthy 30-day settlement periods 
on merchants’ credit card receivables. Ambev, Latin America’s 
largest beverage company, disappointed the market by defer-
ring until summer an anticipated beer price increase. Consumer 
weakness also hit Ambev’s soft drink sales, as hard-up Brazil-
ians switched to water and cheaper flavored drinks.

Over the full year, positive stock selection in Financials and 
IT was the dominant theme behind strong relative returns. Fi-
nancials in Brazil (Banco Bradesco, BM&F Bovespa, and Itau 
Unibanco) and Russia (Sberbank) were the most significant 
contributors, but Peru’s Credicorp also helped. In IT, Samsung 
Electronics and Taiwan’s Largan Precision, a manufacturer 
of advanced lenses for cellphone cameras, both rose on their 
strong profit trends. 

 INVESTMENT PERSPECTIVES

Style Shift and Performance Impact 

Over the long term, the market tends to reward investors in 
companies that demonstrate high business quality and that 
grow. However, in 2016, particularly in the fourth quarter, 
we saw the market favor the deepest-value, lowest-quality 
segments of the market. Presumably, investors anticipated a 
positive economic impact from a more expansionary US fiscal 
policy and discounted the future dividends of long-duration 
growth stocks more heavily than before, in deference to the 
rising interest rates available from bonds. At Harding Loevner, 
we use our proprietary Value Rank to compare all stocks in the 
EM Index based on several objective measures of relative value. 
For the year, the cheapest quintile of stocks according to our 
Value Rank outperformed the dearest quintile by 20 percent-
age points. 

The overall outperformance of value stocks is closely related to 
the pattern of relative returns across sectors, as seen this year 
in the strong rebound in depressed Energy and Materials stocks 

1Includes the remaining emerging markets, which individually, comprise 
less than 5% of the Index; 2Emerging markets or frontier markets companies 
listed in developed markets; 3Includes countries with less-developed 
markets outside the Index. Source: FactSet; Harding Loevner Emerging 
Markets Composite; MSCI Inc. and S&P. The total effect shown here may 
differ from the variance of the Composite performance and benchmark 
performance shown on page 1 of this report due to the way in which FactSet 
calculates performance attribution. This information is supplemental to the 
Composite GIPS presentation.

GEOGRAPHIC PERFORMANCE ATTRIBUTION
TRAILING 12 MONTHS

EMERGING MARKETS COMPOSITE VS. MSCI EM INDEX
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SECTOR PERFORMANCE ATTRIBUTION
TRAILING 12 MONTHS

EMERGING MARKETS COMPOSITE VS. MSCI EM INDEX
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flows from lower oil prices by meeting production and drilling 
targets and staying on schedule with the development of a ma-
jor gas treatment facility in Kazakhstan, due to go live in 2017. 

Despite another strong quarter from our overweight position 
in Russia’s Sberbank, our Financials selection detracted due to 
a sell-off in Hong Kong–listed insurance company AIA Group, 
as the market grappled with the potential impact of China’s 
tighter capital controls on the company’s policy sales to Chinese 
nationals in Hong Kong. India’s Axis Bank was also weak, with 
investors reacting negatively to revelations of asset-quality is-
sues even before the demonetization impacted the economy.
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Our portfolio of high-quality, growing companies is typically 
tilted away from the cheapest segment of the market and to-
ward the most-expensive segment, since the businesses with 
the fundamental characteristics we seek deserve and usually 
command a premium valuation over the market. This tilt cre-
ated a headwind to relative performance during the course of 
the year and especially its final quarter. This style headwind is 
illustrated in the chart to the right—which attributes our 2016 
performance relative to the Index to allocation among, and 
security selection within, valuation quintiles—by the negative 
overall allocation effect (i.e., the negative effect of our expo-
sures to the most-expensive instead of the cheapest stocks). 

Despite the strong style headwind, our EM strategy performed 
in line with the Index during the quarter, and it posted a strong 
relative result for 2016 as a whole, which warrants an explana-
tion. Sometimes, shares of quality-growth companies will fall 
into the lower echelons of valuation, particularly when investor 
fear is aroused by elevated economic or political uncertainty. 
Our inclination is to view such instances as opportunities to 
increase the portfolio’s exposure to such stocks provided we re-
main confident in our long-term growth thesis for the business. 

During the period from the initial oil price shock in fourth 
quarter 2014 through to the depths of despair about the global 
growth outlook in January 2016, we added to our holdings of 
quality businesses that were experiencing pain inflicted by the 
bear market in commodities, investor anxiety about which re-
sulted in distressed valuations. In particular, as the oil price 
remained depressed under US$40, we increased the portfo-
lio’s exposure to resource-related businesses—both directly by 
adding to Energy stocks and indirectly by adding to economi-

amidst rising commodity prices. However, it was notable how 
in the fourth quarter, the preference for cheaper shares was evi-
dent broadly within sectors, with Utilities the only exception. 
The following chart shows, for each sector in the EM Index, the 
spread of return between the most-expensive and the cheapest 
third of stocks based upon our Value Rank. 
 

cally sensitive companies, primarily banks, operating within 
commodity-exporting countries. These actions proved profit-
able, as our investments in the cheaper segments of the market 
made outsized contributions to portfolio returns. Their impact 
is shown in the following chart by the strong selection effect 
relative to the Index in 2016. For example, while our exposure 
to the cheapest two quintiles of stocks represented only about 
25% of the portfolio on average during the year, it contributed 
a majority of the composite’s outperformance. Key contributors 
such as Sberbank, Lukoil, Taiwan Semiconductor, Samsung 
Electronics, and Brazilian Financials all inhabited the two low-
est Value Rank quintiles at some point during the year.

1IMF Working Paper, “Resolving China’s Corporate Debt Problem,” October 
2016. 

4Q16 MSCI EM INDEX SECTOR STOCK RETURN SPREAD:
MOST EXPENSIVE THIRD MINUS CHEAPEST THIRD
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China Worries

Investors’ fears concerning a weakening Chinese currency di-
minished over the first half of 2016, but capital outflows per-
sisted and, in the fourth quarter, even accelerated, noticeably 
reducing China’s (still-mammoth) foreign exchange reserves 
and renewing pressure on the yuan. Over the year, the cur-
rency depreciated 7% against the US dollar. Many factors have 
been contributing to the outflows, including record levels of 
Chinese corporate overseas investment, but we would cite high 
debt levels (including US dollar borrowings) and waning do-
mestic confidence of consumers and businesses as the two ma-
jor causes. China does not have much US dollar–denominated 
debt at the sovereign level; its problem lies primarily in the 
corporate sector, although the government’s ownership and in-
fluence here muddies the waters.1 Corporate borrowers have 
responded to a weakening yuan by exchanging US dollar–debt 
for local-currency debt, which entails selling large quantities of 
yuan to purchase the dollars necessary to pay down the dollar 
debt, further weakening the yuan. The longer-term trend of a 
strengthening yuan has clearly reversed. As we have observed 
frequently in the past for EMs, a depreciating currency under-

ATTRIBUTION BY RELATIVE VALUATION  – 2016
EMERGING MARKETS COMPOSITE VS.  MSCI EM INDEX
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mines confidence, which in turn increases the preference for 
hard currencies. 

The Chinese banking sector’s ongoing bad debt problem is an-
other factor weighing on confidence and stimulating capital 
outflows. While the government has taken some steps to ad-
dress bad debts—including instituting debt-to-equity swaps, 
developing the local bond market, and establishing asset man-
agement companies to manage bad debt—these measures have 
been largely ineffective at resolving the larger issue. The gov-
ernment has expressed a desire to limit the extension of refi-
nancing only to viable companies that have a long-term future, 
but has also admitted that compromises have had to be made 
to sustain GDP growth. 

In December, we met with managers at a large Chinese private-
sector bank who were willing to discuss openly some of the 
reasons why the financial system remains in such poor health. 
The government has been providing life support to companies 
whose debt its lenders should have written off long ago. It has 
also been setting minimum lending quotas for the system that 
all banks are “strongly encouraged” to meet. The bankers we 
spoke with revealed that much of the new credit being granted 
is used to pay interest or maturing principal on outstanding 
debt rather than to invest in new projects to grow the economy. 
Furthermore, banks are under great pressure not to withdraw 
credit from troubled borrowers, especially state-owned enter-
prises (SOEs) and Local Government Financing Vehicles. Ap-
parently if a bank balks at continuing to support a troubled 
borrower, the government may encourage SOEs, private corpo-
rations, and other large institutions to withdraw their deposits 
at the bank, which would threaten its deposit structure and 
potentially even its viability. Thus we continue to have no inter-
est in considering a Chinese bank for the portfolio. Indeed, the 
deteriorating banking system problems are leading us to reflect 
more on our total exposure to the Chinese market. 

In China, our research process has led us to invest primarily 
in private-sector companies operating in profitable niches of 
the economy unrelated to credit flows whose potential business 
growth is not tied to GDP growth. Themes underlying our Chi-
nese holdings include travel and entertainment (Ctrip.com), 
gambling (Sands China), social media and online games (Ten-
cent), internet search (Baidu), and e-commerce (JD.com).

This quarter we added a new Chinese name, NYSE-listed We-
ibo (WB), which runs a social media app that is China’s near-
equivalent to Instagram, but also has elements of Twitter and 
Facebook. The app has a number of differentiated features that 
we believe will help sustain its growth and raise its profitability. 
It provides an open platform, unlike WeChat or even Facebook 
(which is officially banned in China). Content providers post 
in WB to cultivate an image and a following amongst the app’s 
300 million users. Users go to WB to be entertained by follow-
ing celebrities and key opinion leaders in fashion, pop culture, 
etc. Advertisers find WB’s open platform compelling because of 
its vast user reach and increasing ability to offer finely tuned 
target marketing based on readily available data on users’ pref-

erences and affinities. Further, somewhat unique to WB, most 
of those providing content, be they movie stars, car makers, or 
cosmetics brands, are also paying to be seen. Their messages, 
increasingly in video format, tend to be interesting and inno-
vative, which keeps the content flow rich and engaging. WB 
even allows users to post negative ratings for poor or distasteful 
feeds, which are then modified, pulled, or marginalized. The 
company is growing rapidly on key metrics: user growth, new 
advertisers, and the average spend by each advertiser. Its mon-
etization efforts are still at an early stage, but revenue growth 
is running at over 30% per year and margins are also rising.

 PORTFOLIO HIGHLIGHTS

The net changes in portfolio structure from the end of 2015 at 
the sector level have been modest. Within resources, our un-
derweight in Energy narrowed to just one percentage point, 
but our Materials underweight widened to nearly six percent-
age points as we sold out of one cement stock (China’s Anhui 
Conch Cement) due to concerns over management and capital 
allocation and reduced another (India’s Ambuja Cements) due 
to valuation. Our absolute weight in IT increased nearly three 
percentage points (to 22% at year-end) as we added three new 
names through the course of the year: South Korea’s dominant 
internet search engine, Naver, whose management’s more-
focused plan for its social app LINE assuaged our earlier con-
cerns about the company’s business strategy; Latin American 
e-commerce operator MercadoLibre, whose highly differenti-
ated platform is gaining strong traction with Latin American 
consumers; and Weibo (discussed above). However, coinciden-
tally, the IT weight in our benchmark also grew nearly three 
percentage points (to 23%) as a result of MSCI’s May 2016 
Index reconstitution, which allowed the weighting of New 
York–traded Chinese internet stocks to be fully reflected in the 
benchmark.

Financials is currently our largest sector weight at 30%, and 
both our absolute and relative (over)weight increased during 
the year due to the strong returns garnered from our holdings 
in the sector and despite reducing positions in the first half of 
the year in some Latin American Financials due to their height-
ened valuations—such as banks Banco Bradesco, Credicorp, 
and BM&F Bovespa (the Brazilian stock exchange). MSCI’s de-
cision in September to create a new Real Estate sector from 
companies carved out of Financials also widened our over-
weight in the latter; we have only a single holding in the new 
sector, the UAE’s Emaar Properties.

As we navigated the portfolio through 2016, we continued to 
seek high-quality companies that offered superior growth pros-
pects at relatively attractive valuations. In the fourth quarter, 
alongside Weibo, we completed our purchase of Kenya’s Sa-
faricom and bought Hanssem, the fourth South Korean addi-
tion to the portfolio this year. Safaricom is the leading mobile 
telephony provider in Kenya with over 70% share of the coun-
try’s market. The company has strong growth prospects under-
pinned by M-Pesa, its highly successful money-transfer service 
that provides a convenient payment platform nationwide, in-
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DEMONETIZATION IN INDIA AND THE 
BANKING SECTOR

ing economic activity. Businesses, especially SMEs, have 
seen a fall in demand due to the cash crunch, which could 
last until mid-2017. The cash crunch and some degree 
of wealth destruction caused by the demonetization may 
result in the banking system experiencing an increase in 
non-performing loans, especially to SMEs. Demonetiza-
tion has also forced bank branches to stay busy collecting 
the old currency, adding to their costs and reducing their 
capacity to focus on revenue-generating activities.

Longer term, however, we see potential structural ben-
efits to demonetization. Individuals and businesses have 
been pushed to adopt electronic means of payments that 
are more efficient and transparent (and thus more eas-
ily taxed) than cash exchange. Axis Bank has seen since 
Modi’s announcement significant growth in the issuance 
of new debit cards and in the adoption of point-of-sale 
terminals by merchants. To further encourage people to 
make the transition to electronic payments, the govern-
ment has been offering incentives on various cashless 
transactions (e.g., discounts on highway tolls paid elec-
tronically and on train tickets booked online). Moreover, 
following on the heels of the tax amnesty, demonetiza-
tion served as a warning that the government is getting 
increasingly serious about tax compliance, which may 
reduce corrupt behavior and limit black money going for-
ward. (We have heard anecdotally that, for those with 
large stashes of unreported cash income, circumventing 
the demonetization was an expensive hassle: commis-
sions for laundering black money were in the range of 
35–40%—well above the maximum personal income tax 
rate of 30%!) Finally, moving more cash from the infor-
mal to the formal economy will be a long-term positive 
for banks and for the economy as a whole. Liquidity con-
ditions at banks have already improved, which should 
lead to a fall in lending rates, benefiting both consumers 
and businesses.

Moon Surana, CFA
Financials Analyst

In India’s May 2014 elections, Narendra Modi was car-
ried to power—toppling the long-incumbent Congress 
Party—on an ambitious reform platform that included a 
promise to reduce corruption and improve the ease of do-
ing business. After a slow start, the pace of reform finally 
picked up in 2016. A long-awaited Goods and Services 
tax bill (GST) was passed, which, when implemented 
in mid-2017, will replace a convoluted tax regime and 
(hopefully) make it easier to do business across states. 
This reform was complemented by a tax amnesty that 
gave individuals a window of opportunity (which closed 
October 2016) to pay taxes and a penalty on undisclosed 
wealth without fear of prosecution. Historically, the num-
ber of individuals who pay income taxes in India is quite 
low.2 While the amnesty increased tax compliance, the 
government has a keen interest in further expanding the 
tax net to help balance the national budget. 

On November 8, Modi announced a surprising new leg 
in his reform program: India’s two highest denomina-
tion (and very commonly used) banknotes—the Rs. 1000 
and Rs. 500 notes—would no longer be legal tender af-
ter December 31. In a country of over 1.3 billion people 
where roughly 90% of business transactions involve the 
exchange of cash, the government at a stroke rendered 
worthless about 86% of the currency in circulation! 
People had until the close of 2016 to deposit their large 
banknotes into bank accounts or to exchange them for 
replacement currency subject to daily value limits. 

The expressed aim of this unorthodox program was to go 
after “black money”—that is, undisclosed income, wheth-
er from legitimate or illicit sources. We wonder about 
the necessity and effectiveness of such a drastic move 
for eradicating black money, as most undisclosed wealth 
in India is held not in cash but in assets like real estate, 
gold, and offshore accounts. The short-term costs also 
appear to have been high. For example, India’s financial 
infrastructure has been unable to support a nearly over-
night move to cashless transactions, particularly in rural 
areas, causing extreme inconvenience for many and stall-

2Raymond Zhong, “Tattered Tax Net: See How Few Pay Income 
Taxes in India,” Wall Street Journal Blog (May 5, 2016).
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cluding rural areas that lack banking infrastructure. We have 
come to appreciate Safaricom through our colleagues manag-
ing our Frontier Emerging Markets Equity strategy, who have 
held the company since 2008. Safaricom’s valuation is in line 
with those of EM peers in the telecom industry, despite offering 
superior growth prospects.

Hanssem is leading the modernization of South Korea’s tra-
ditional home-furnishing industry. Founded in 1970, the 
company originally built a strong niche business supplying 
customized kitchen furniture and fixtures, mostly for the apart-
ment-renovation market. It then expanded into selling custom-
fitted furniture for the rest of the house as well as accessories. 
The traditional furniture business in South Korea—comprising 
about 70% of the highly fragmented local industry—is a family-
owned single store offering limited product choices and ser-
vices. Hanssem is disrupting this old model by operating large 
showrooms that feature a wide range of styles and choices. 
The company also differentiates itself by providing customized 
installation and home services, including interior design. Ca-
tering to a generally wealthy and sophisticated customer base, 
Hanssem boasts sales growth that has been well above that of 
the overall South Korean furniture sector. The company’s fo-
cus on providing furnishings for home renovations is also less 
cyclical than the business of furnishing newly built properties. 
Finally, Hanssem has a fast-growing e-commerce effort (Hans-
sem Mall) designed to capture the younger demographic. 

End-of-Year Reflections

As we contemplate the state of EMs moving into 2017, we see 
the asset category balanced between positive and negative 
forces. A number of EMs have undergone substantial political 
change, or have  embarked on progressive reforms intended to 
secure sustainable economic growth, or both. But the global 
economic forces that helped propel EMs forward in 2016, in-
cluding stronger commodity prices and ample global liquidity, 
may prove less uniformly positive in the coming year. More-
over, any reform program inevitably hits bouts of challenges. 
In Brazil, for example, the honeymoon period for the reformist 
post-Dilma Rousseff regime led by President Michael Temer ap-
pears over just four months after it began, as his administration 
has faced its own corruption allegations and public resistance 
to some of Temer’s toughest budget-reform initiatives. We also 
fear an unquantifiable risk of the US election result is potential 
global disjunction in which reform progress in EMs may stall. 
And, as previously discussed, China risks loom large and war-
rant close attention. 

That said, we still rest assured that the relative valuation case 
of EMs when compared to developed markets (DMs) remains 
compelling. The following chart shows that when measuring 
valuation using current price-to-book (P/B) versus the 10-year 
median, the discount enjoyed by EMs at the aggregate level 
compares favorably to the historically high current valuation 
of developed markets. The chart also makes clear the high 
variation in current valuation relative to the long-term median 
across sectors. Nonetheless, while all developed sectors (except 

Energy) are trading at premiums to history, EM sectors outside 
of IT, Consumer Discretionary, and Health Care are trading at 
a discount. 

For our part, we plan on business as usual in the coming year: 
acting on research insights and recommendations from our 
analyst colleagues to take timely advantage of opportunities to 
initiate (or expand) portfolio positions at good prices in quali-
ty-growth companies, whether newly covered or those we have 
followed patiently for some time.

EM AND DM SECTOR VALUATIONS:
DIFFERENCE BETWEEN CURRENT AND 10-YR MEDIAN P/B
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EMERGING MARKETS HOLDINGS (AS OF DECEMBER 31, 2016)

Model Portfolio holdings are supplemental information only and complement the fully compliant Emerging Markets Composite GIPS Presentation. The portfolio 
is actively managed therefore holdings shown may not be current. Portfolio holdings should not be considered recommendations to buy or sell any security. 
It should not be assumed that investment in the security identified has been or will be profitable. To request a complete list of portfolio holdings for the past 
year contact Harding Loevner.

SECTOR/COMPANY/DESCRIPTION COUNTRY END WT.(%)

CONSUMER DISCRETIONARY

ARCELIK  White goods producer Turkey 0.5

ASTRA INTERNATIONAL  Conglomerate, auto mfg. & distrib Indonesia 1.4

CTRIP.COM  Travel agent China 1.4

ECLAT TEXTILE  Technology-based textile company Taiwan 0.4

HANKOOK TIRE  Tire manufacturer South Korea 1.6

HANSSEM  Kitchen and interior furniture retailer South Korea 0.5

JD.COM  eCommerce company China 1.2

MARUTI SUZUKI  Automobile manufacturer India 1.5

NASPERS  Media, internet, pay TV company South Africa 0.7

SANDS CHINA  Integrated resorts and casinos operator Hong Kong 2.3

SHENZHOU INTERNATIONAL  Textile manufacturer China 1.1

TELEVISA  Media, broadcasting, and entertainment Mexico 1.5

CONSUMER STAPLES

AMBEV  Brazil’s dominant brewer Brazil 1.1

AMOREPACIFIC  Cosmetics company South Korea 0.5

COCA-COLA HBC  28-Country Coke bottler UK 1.1

DABUR INDIA  Personal care and household products India 0.8

EAST AFRICAN BREWERIES  Beverage manufacturer Kenya 0.4

FEMSA  Beer and soft drinks producer Mexico 0.5

LG HOUSEHOLD & HEALTH CARE  Personal care & cosmetics South Korea 1.4

MASSMART HOLDING  Food and general retailer South Africa 0.4

MHP  Integrated poultry producer Ukraine 0.4

PÃO DE AÇÚCAR  Brazilian foods retailer Brazil 0.8

UNIVERSAL ROBINA  Branded consumer foods Philippines 0.5

ENERGY

CNOOC  Oil and gas producer China 2.1

LUKOIL  Integrated oil and gas company Russia 2.6

NOSTRUM OIL & GAS  Kazakhstani oil and gas company UK 0.5

TENARIS  Steel pipe manufacturer Italy 1.7

FINANCIALS

AIA GROUP  Life insurance Hong Kong 2.5

AXIS BANK  Commercial bank India 1.8

BANCO BRADESCO  Commercial bank Brazil 1.4

BANCO SANTANDER CHILE  Commercial bank Chile  1.0

BANCOLOMBIA  Commercial bank Colombia 1.1

BANK OF GEORGIA  Commercial bank UK 1.4

BANK PEKAO  Commercial bank Poland  1.3

BANK RAKYAT  Commercial bank Indonesia  1.6

BM&F BOVESPA  Clearing house and stock exchange Brazil 0.8

COMMERCIAL INTERNATIONAL BANK  Commercial bank Egypt 0.3

CREDICORP  Commercial bank Peru 1.1

DISCOVERY HOLDINGS  Health and life insurance South Africa 1.0

GARANTI BANK  Commercial bank Turkey 0.7

GF BANORTE  Commercial bank Mexico  1.7

HDFC CORP.  Financial conglomerate India 1.5

SECTOR/COMPANY/DESCRIPTION COUNTRY END WT.(%)

FINANCIALS (CONTINUED)

HONG KONG EXCHANGES  Clearing house & exchange Hong Kong 0.7

ITAU UNIBANCO   Commercial bank Brazil 1.7

KOMERČNÍ BANKA  Commercial bank Czech Rep. 1.2

QATAR NATIONAL BANK  Retail and corporate bank Qatar 0.9

SBERBANK  Commercial bank Russia 3.5

SIAM COMMERCIAL BANK  Commercial bank Thailand   1.7

STANDARD BANK  Commercial bank South Africa 0.9

HEALTH CARE

ASPEN PHARMACARE  Pharma manufacturer & distributor South Africa 1.4

GEDEON RICHTER  Branded-generic pharmaceuticals Hungary 1.5

SINO BIOPHARMACEUTICAL  Drug developer & mfg. China 0.8

INDUSTRIALS

51JOB INC.  Online job ads China 1.3

AIRTAC  Pneumatic component manufacturer Taiwan 0.5

ASUR  Airport operator Mexico 1.3

CHINA MERCHANTS  Container terminal operator China 1.1

DP WORLD  Container terminal operator UAE 0.8

JIANGSU EXPRESSWAY  Toll road operator           China 0.6

INFORMATION TECHNOLOGY

ADVANTECH  Manufacturer & marketer of industrial PCs Taiwan 1.3

ASM PACIFIC TECHNOLOGY  Semiconductor equipment Hong Kong 1.0

BAIDU  Internet search provider China 0.8

CIELO  Credit and debit card processor Brazil 0.8

HON HAI PRECISION  Electronics mfg. services provider Taiwan 0.7

LARGAN PRECISION  Lens module of smartphone camera Taiwan 1.6

MERCADOLIBRE  Online trading site US 0.8

NAVER  Internet search and portal provider South Korea 1.5

SAMSUNG ELECTRONICS  Electronic devices & components South Korea  5.6

TAIWAN SEMICONDUCTOR  Semiconductor chip foundry Taiwan  4.5

TENCENT  Internet, mobile, and telecom provider China 3.0

WEIBO  Social media platform China 0.4

MATERIALS

AMBUJA CEMENTS  Cement manufacturer India 0.7

SASOL  Refined product and chemicals group South Africa 1.1

REAL ESTATE

EMAAR PROPERTIES  Real estate developer UAE 0.5

TELECOM SERVICES

BHARTI AIRTEL  Integrated telecom services India 0.6

BHARTI INFRATEL  Telecom tower infrastructure provider India 0.8

CHINA MOBILE  Mobile telecom company China 1.2

SAFARICOM  Mobile network operator Kenya 0.5

UTILITIES

ENN ENERGY  Natural gas distributor China 1.1

CASH 3.5
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4Q16 CONTRIBUTORS TO ABSOLUTE RETURN (%)

LARGEST CONTRIBUTORS SECTOR WEIGHT CONTRIBUTION

SBERBANK FINA 3.3 0.71

LUKOIL ENER 2.3 0.41

TENARIS ENER 1.3 0.32

SAMSUNG ELECTRONICS INFT 5.3 0.23

ASM PACIFIC TECHNOLOGY INFT 0.9 0.23

4Q16 DETRACTORS FROM ABSOLUTE RETURN (%)

LARGEST DETRACTORS SECTOR WEIGHT CONTRIBUTION

TENCENT INFT 3.9 -0.51

AIA GROUP FINA 2.8 -0.45

AXIS BANK FINA 1.8 -0.38

TELEVISA DSCR 1.7 -0.34

CHINA MOBILE TCOM 1.6 -0.26

COMPLETED PORTFOLIO TRANSACTIONS

POSITIONS ESTABLISHED COUNTRY SECTOR POSITIONS SOLD COUNTRY SECTOR

HANSSEM SOUTH KOREA DSCR HIWIN TECHNOLOGIES TAIWAN INDU

SAFARICOM KENYA TCOM

WEIBO CHINA INFT

LAST 12 MOS CONTRIBUTORS TO ABSOLUTE RETURN (%)

LARGEST CONTRIBUTORS SECTOR WEIGHT CONTRIBUTION

SBERBANK FINA 2.7 1.97

SAMSUNG ELECTRONICS INFT 3.9 1.43

BANCO BRADESCO FINA 1.4 1.30

TAIWAN SEMICONDUCTOR INFT 3.9 1.25

LUKOIL ENER 1.8 1.18

LAST 12 MOS DETRACTORS FROM ABSOLUTE RETURN (%) 

LARGEST DETRACTORS SECTOR WEIGHT CONTRIBUTION

TELEVISA DSCR 1.8 -0.41

CTRIP.COM DSCR 1.7 -0.37

CHINA MERCHANTS INDU 1.4 -0.37

SINO BIOPHARMACEUTICAL HLTH 0.8 -0.35

ENN ENERGY UTIL 1.2 -0.32

The portfolio is actively managed, therefore holdings identified above do not represent all of the securities held in the portfolio and holdings may not be current. It 
should not be assumed that investment in the securities identified has been or will be profitable. The following information is available upon request: (1) informa-
tion describing the methodology of the contribution data in the charts above; and (2) a list showing the weight and contribution of all holdings during the quarter 
and the last 12 months. Past performance does not guarantee future results. In the charts above, “weight” is the average percentage weight of the holding during 
the period, and “contribution” is the contribution to overall performance over the period. Contributors and detractors exclude cash and securities in the Compos-
ite not held in the Model Portfolio. Quarterly data is not annualized. Portfolio attribution and characteristics are supplemental information only and complement 
the fully compliant Emerging Markets Composite GIPS Presentation. Portfolio holdings should not be considered recommendations to buy or sell any security.

PORTFOLIO CHARACTERISTICS

QUALITY & GROWTH HL EM MSCI EM RISK & VALUATION HL EM MSCI EM

PROFIT MARGIN1 (%) 14.9 12.6 ALPHA2 (%) 4.14 –

RETURN ON ASSETS1 (%) 6.5 6.5 BETA2 0.90 1.00

RETURN ON EQUITY1 (%) 14.6 14.6 R-SQUARED2 0.94 1.00

DEBT/EQUITY RATIO1 (%) 50.0 54.9 ACTIVE SHARE3 (%) 74 –

STD DEV OF 5 YEAR ROE1 (%) 3.1 3.2 STANDARD DEVIATION2 (%) 14.81 16.03

SALES GROWTH1,2 (%) 8.2 7.2 SHARPE RATIO2 0.38 0.10

EARNINGS GROWTH1,2 (%) 11.5 9.9 TRACKING ERROR (%)2 4.0 –

CASH FLOW GROWTH1,2 (%) 13.0 11.1 INFORMATION RATIO2 1.02 –

DIVIDEND GROWTH1,2 (%) 5.6 5.9 UP/DOWN CAPTURE2 98/83 –

SIZE & TURNOVER HL EM MSCI EM PRICE/EARNINGS4 16.0 13.3

WTD MEDIAN MKT CAP (US $B) 18.7 18.6 PRICE/CASH FLOW4 11.5 8.6

WTD AVG MKT CAP (US $B) 48.3 55.5 PRICE/BOOK4 2.1 1.5

TURNOVER3 (ANNUAL %) 23.6 – DIVIDEND YIELD5 (%) 2.1 2.5

1Weighted median; 2Trailing five years, annualized; 3Five-year average; 4Weighted harmonic mean; 5Weighted mean. Source (Risk characteristics): eVestment Alliance (eA); Harding Loevner Emerging Markets 
Composite, based on the Composite returns; MSCI Inc. Source (other characteristics): FactSet (Run Date: January 6, 2017); Harding Loevner Emerging Markets Model, based on the underlying holdings; MSCI Inc.



11

1Benchmark Index; 2Variability of the composite and the Index returns over the preceding 36-month period, annualized; 3Asset-weighted standard 
deviation (gross of fees); 4The 2016 performance returns and assets shown are preliminary; 5N.M.–Information is not statistically significant due to an 
insufficient number of portfolios in the Composite for the entire year.

The Emerging Markets Composite contains fully discretionary, fee-paying emerging markets accounts investing in non-US equity and equity equivalent 
securities of companies domiciled predominantly in emerging markets countries with the objective of long-term capital appreciation. For comparison 
purposes, the Composite is measured against the MSCI Emerging Markets Index (gross of withholding taxes). Returns include the effect of foreign 
currency exchange rates. The exchange rate source of the benchmark is Reuters. The exchange rate source of the Composite is Bloomberg. Additional 
information about the benchmark, including the percentage of composite assets invested in countries or regions not included in the benchmark, is 
available upon request.
 
The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to measure equity market performance in the 
global emerging markets. The Index consists of 23 emerging market countries. You cannot invest directly in this Index. 
 
Harding Loevner LP claims compliance with the Global Investment Performance Standards (GIPS®) and has prepared and presented this report in 
compliance with the GIPS standards. Harding Loevner has been independently verified by Ashland Partners & Company, LLP for the period November 
1, 1989 through September 30, 2016.
 
Verification assesses whether (1) the firm has complied with all composite construction requirements of the GIPS standards on a firm-wide basis and 
(2) the firm’s policy and procedures are designed to calculate and present performance in compliance with GIPS standards. The Emerging Markets 
Composite has been examined for the periods December 1, 1998 through September 30, 2016. The verification and performance examination reports 
are available upon request.
 
Harding Loevner LP is an investment adviser registered with the Securities and Exchange Commission. Harding Loevner is an affiliate of Affiliated 
Managers Group, Inc. (NYSE: AMG), an investment holding company with stakes in a diverse group of boutique firms. The firm maintains a complete list 
and description of composites, which is available upon request.
 
Results are based on fully discretionary accounts under management, including those accounts no longer with the firm. Composite performance is 
presented gross of foreign withholding taxes on dividends, interest income and capital gains. Past performance does not guarantee future results. 
Policies for valuing portfolios, calculating performance, and preparing compliant presentations are available upon request.
 
The US dollar is the currency used to express performance. Returns are presented both gross and net of management fees and include the reinvestment 
of all income. Net returns are calculated using actual fees. Actual returns will be reduced by investment advisory fees and other expenses that may 
be incurred in the management of the account. The standard fee schedule generally applied to separate Emerging Markets Equity accounts is 1.25% 
annually of the market value up to $20 million; 0.90% of amounts from $20 million to $100 million; above $100 million on request. Actual investment 
advisory fees incurred by clients may vary. The annual composite dispersion presented is an asset-weighted standard deviation calculated for the 
accounts in the composite the entire year.
 
The Emerging Markets Composite was created on November 30, 1998. 

EMERGING MARKETS COMPOSITE PERFORMANCE (AS OF DECEMBER 31, 2016)

HL EM 
GROSS

(%)

HL EM
NET

(%)

MSCI EM 
INDEX1

(%)

HL EM 
3-YR STD 

DEVIATION2

(%)

MSCI EM INDEX
3-YR STD

DEVIATION2

(%)

INTERNAL 
DISPERSION3

(%)

NO. OF 
ACCOUNTS

COMPOSITE 
ASSETS

($M)

FIRM 
ASSETS

(%)

20164 14.84 13.85 11.60 15.00 16.07 0.4 22 13,629 34.95

2015 -12.85 -13.59 -14.60 13.61 14.04 1.2 20 9,670  29.04 

2014 0.74 -0.11 -1.82 14.06 14.99 0.5 14 8,212 23.46

2013 5.74 4.80 -2.27 17.56 19.03 0.6 12 5,649 17.04

2012 23.92 22.79 18.63 20.15 21.49 0.4 10 3,772 16.65

2011 -15.55 -16.36 -18.17 24.72 25.76 0.5 9 3,136 23.06

2010 22.22 21.06 19.20 31.54 32.59 0.1 7 3,881 35.25

2009 68.45 66.95 79.02 30.92 32.35 0.2 6 2,716 42.44

2008 -52.01 -52.46 -53.18 27.61 28.68 0.4 6 1,545 47.31

2007 38.81 37.55 39.78 17.78 18.11 N.M.5 5 3,443 54.17

2006 30.96 29.72 32.59 17.51 17.32 N.M. 5 2,233 47.31
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