SEPTEMBER 30, 2022

Amid a Negative Quarter for
Emerging Markets, India
Was Our Biggest Source of
Outperformance
OVERVIEW
Emerging-market equities turned lower during the latter half of the
third quarter following hawkish comments from officials of the U.S.
Federal Reserve (Fed). Investors feared overly aggressive monetary
tightening by central banks will increase recessionary risks, potentially
impacting the earnings of companies selling goods and services into
developed markets. The benchmark MSCI Emerging Markets Index
finished -11.57% lower on the quarter. The Wasatch Emerging Markets
Select Fund—Investor Class outperformed its benchmark with a smaller
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decline of -5.39%.
At the Fed’s annual Jackson Hole economic symposium in Wyoming,
Chairman Jerome Powell echoed statements from colleagues the
previous week. Affirming the central bank’s commitment to hiking
interest rates until inflation is visibly under control, Chairman Powell
dashed hopes for an early pivot toward a more accommodative
monetary stance. His remarks sent the dollar soaring, eroding dollarequivalent prices of assets denominated in other currencies. In addition

Data show past performance and is not indicative of future performance. Current performance may be lower or higher than the
data quoted. For the most recent month-end performance data, visit wasatchglobal.com. Investment returns and principal value
will fluctuate and shares, when redeemed, may be worth more or less than their original cost. The Advisor may absorb certain
expenses, without which total returns would have been lower. Wasatch Funds will deduct a 2% redemption fee on Fund shares
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to its direct effects on performance, a stronger

conditions impeded the generation of hydro-

U.S. dollar makes riskier investments in emerging

electricity. With the Chinese government clinging

markets less attractive to international investors.

to its zero-Covid policy of tight containment,

The tech-heavy stock markets and export-linked
currencies of Korea and Taiwan were hit particularly hard during the third quarter, with the Korean
won and the New Taiwan dollar dropping approximately -10% and -6.5%, respectively, against the
greenback. Our zero allocation to Korea helped the
Fund by allowing it to sidestep declines in one of
the quarter’s worst-performing emerging markets.
Taiwan, however, was the Fund’s greatest source
of weakness—both in absolute terms and relative
to the benchmark. Geopolitical tensions with China
may also have contributed to the poor investment
backdrop in Taiwan.
India was the Fund’s biggest source of

widespread outbreaks of the virus hampered
production further and crimped demand. Because
China was the worst-performing country in the
Index except for Poland, our substantially belowbenchmark exposure to China improved the
Fund’s relative performance.

DETAILS OF THE QUARTER
The strongest contributor to Fund performance
for the quarter was Bajaj Finance Ltd. A non-bank
financial company, Bajaj Finance is the lending arm
of the Bajaj Group—a well-regarded Indian industrial house founded in 1926. Shares of the company
had been under pressure for much of the year as
foreign institutional investors seeking to reduce risk

outperformance in the quarter. Our India stocks

in their portfolios liquidated positions in Indian

outgained the Indian positions in the Index, and our

equities. After nine months of relentless selling,

overweight positioning was a tailwind for the Fund.

that trend reversed in July. Sentiment toward

India’s gross domestic product (GDP) rose 13.5%

Indian financials in particular has benefited from a

in the April-to-June quarter versus the same period

broad-based acceleration in lending throughout

a year ago, official data showed. Looser mobility

India’s banking system.

restrictions boosted the country’s services sector—
which accounts for over 50% of the nation’s
economy—as robust domestic demand fueled the
fastest pace of economic expansion in a year.
Despite rising interest rates, bank-credit demand
surged 15.5% in August, the most since November
2013.
Other sources of outperformance in the Fund
included Brazil and China. Brazil’s economy has
grown faster than expected in recent months,
helped by an improving labor market and pickups in
fixed investment and private consumption.
Consumer inflation declined into the single digits in
August amid tax cuts on gasoline and easing
commodity prices.
Meanwhile, China’s economy continued to

MercadoLibre, Inc. (MELI) was also a top

contributor. The company operates an online
marketplace and payments system in Brazil and
other Latin American countries. Shares of
MercadoLibre were part of a rally in technologyrelated stocks that gathered steam during late
July and early August. An upturn in sentiment
toward Brazil also appeared to help the stock
during the third quarter.
Another strong stock in the Fund was Trent Ltd.
The company operates a leading chain of retail
stores in India that specialize in fashion apparel,
cosmetics, perfumes and toiletries. Slowing
economies in the U.S., Europe and China have
burnished the appeal of India’s domestic consumer
markets. Trent has been posting impressive top-

sputter. Factory activity struggled as an extreme

and bottom-line growth, helped by improved

heatwave strained power grids and drought

efficiency in its supply chains. Revenues in the
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company’s most recent quarter exceeded analyst
expectations, driven largely by the accelerated
opening of new stores.
Ongoing concerns about an excess supply of
semiconductor chips weighed on Silergy Corp., the
greatest detractor from Fund performance for the
quarter. The company manufactures mixed-signal
and analog integrated-circuit chips used in a wide
array of electronic devices. Long term, we think
Silergy’s business model—which is based on analog
design engineering—is difficult to replicate and is
likely to provide the company with meaningful
headroom for future growth. Silergy is considered
a Taiwanese holding for portfolio-management
purposes.
Wuxi Biologics Cayman, Inc. was also a

significant detractor. A Chinese pharmaceutical
firm, Wuxi develops biological medicines and provides value-added services to other pharmaceutical
companies. An executive order signed by President
Biden in September to advance biotechnology and
biomanufacturing innovation in the U.S. impacted
the stocks of Wuxi and a number of its peers. The
move stoked fears that U.S. regulators may place
Chinese companies under greater scrutiny and
potentially subject them to tighter export controls.
Another weak stock in the Fund was Dlocal Ltd.
(DLO). Based in Uruguay, the company offers

payment solutions world-wide. Dlocal’s stock price
fell sharply in August after the company released
its quarterly financial results. Although earnings
and revenue came in slightly better than expected
and total payment volume jumped 67% versus the
year-ago quarter, Dlocal’s adjusted EBITDA margin
(earnings before interest, taxes, depreciation and
amortization) of 38% showed no improvement
from the previous quarter and was down year over
year. In a difficult environment for growth stocks,
some investors questioned whether the company’s
underlying fundamentals fully supported its rich
valuation. (Current and future holdings are subject

OUTLOOK
Our structural overweighting in India reflects
our belief that high-quality Indian companies offer
attractive prospects to investors seeking long-term
growth. As developed countries grapple with rising
inflation, declining equity prices and mounting risks
of recession, India stands out among the major
emerging markets. Unlike export-driven economies
such as Korea, India doesn’t depend heavily on
Western markets for growth. According to data
from the World Bank, private domestic consumption accounts for over 70% of GDP in India, the
world’s sixth-largest consumer market. With
exports representing only about 12% of GDP, India
is well-positioned in our view to withstand the
effects of a potential global slowdown.
Foreign investors returned to India in droves
during the third quarter after withdrawing a
record $33 billion from Indian stocks during the
nine months through June. Their purchases have
helped offset declining domestic inflows into equity
mutual funds, which slowed in August to about
$765 million—the lowest monthly amount since
October 2021. Moreover, the recent uptick in cash
flows from overseas have helped support India’s
currency, the rupee, as foreigners converted their
local currencies into rupees and used the proceeds
to buy Indian stocks.
Currency risk is a key consideration when
investing in India. We expect a certain amount of
depreciation in the rupee and seek companies that
can outgrow the currency’s long-term rate of
depreciation against the dollar. Over the past year,
India’s central bank, the Reserve Bank of India
(RBI), has supported the rupee by intervening in
currency markets, drawing down its foreignexchange reserves from $641 billion in September
2021 to under $538 billion as of September 23,
2022. Still, RBI governor Shaktikanta Das has
sought to reassure investors that the central
bank’s forex reserves are adequate to maintain a

to risk.)
wasatchglobal.com

reasonable level of stability and handle external

isn’t sustainable in our view, and we believe any

shocks.

progress on that front could touch off a powerful

Toward the other end of the spectrum is
China—where sentiment remained poor amid a
deepening property crisis, a nationwide mortgage
boycott and an austere zero-Covid regime that’s
crushed demand and strangled growth. While the
central bank has signaled its intent to cut interest
rates to stimulate the economy, currency weakness
in the yuan has largely constrained its ability to do
so. By most estimates, the Chinese government

rally in Chinese stocks. In the meantime, periods of
extreme pessimism and depressed valuations have
often provided advantageous opportunities to
purchase well-situated, high-quality businesses for
long-term investment.
Thank you for the opportunity to manage your
assets.
Sincerely,

can muster the resources necessary for bailing out

Ajay Krishnan, Neal Dihora, Scott Thomas and

the property sector. Relief from zero-Covid,

Matthew Dreith

however, is likely to prove more elusive.
With that having been said, the current
situation in China won’t last forever. Zero-Covid
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AVERAGE ANNUAL TOTAL RETURNS
FOR PERIODS ENDED SEPTEMBER 30, 2022

Quarter*

1 Year

3 Years

5 Years

Since
Inception**

Emerging Markets Select Fund—Investor

-5.39%

-40.48%

5.78%

5.08%

3.07%

Emerging Markets Select Fund —Institutional

-5.34%

-40.40%

5.96%

5.29%

3.35%

MSCI Emerging Markets Index†

-11.57%

-28.11%

-2.07%

-1.81%

0.66%

*Returns less than one year are not annualized.
**Average annual total returns since the Emerging
Markets Select Fund’s inception on 12/13/2012.
Data show past performance, which is not indicative
of future performance. Current performance may be
lower or higher than the data quoted. To obtain the
most recent month-end performance data available,
please visit wasatchglobal.com. The Advisor may
absorb certain Fund expenses, without which total
returns would have been lower. Investment returns
and principal value will fluctuate and shares, when
redeemed, may be worth more or less than their
original cost. Total Expense Ratio: Investor Class—
1.37% / Institutional Class—1.18%
Total Annual Fund Operating Expenses include
operating expenses, including the management fee,
before any expense reimbursements by the Advisor.
The Advisor has contractually agreed to limit
certain expenses to 1.50% for the Investor Class
and 1.20% for the Institutional Class through at
least 1/31/2023. See the prospectus for additional
information regarding Fund expenses.

data does not reflect the deduction of fees or taxes,
which if reflected, would reduce the performance
quoted. For more complete information including
charges, risks and expenses, read the prospectus
carefully.
Investing in foreign securities, especially in
emerging markets, entails special risks such as
currency fluctuations and political uncertainties,
which are described in more detail in the
prospectus. 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
investing. To obtain a prospectus, containing this
and other information, visit wasatchglobal.com or
call 800.551.1700. Please read the prospectus
carefully before investing.
Diversification does not eliminate the risk of
experiencing investment losses.

Wasatch Funds will deduct a 2.00% redemption fee
on Fund shares held 60 days or less. Performance

wasatchglobal.com

†The MSCI Emerging Markets Index is a free float adjusted market
capitalization index designed to measure the equity market
performance of emerging markets. Indexes are unmanaged.
Investors cannot invest in this or any index.
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 indexes. 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 information
is provided on an “as is” basis and the user of this information
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,
accuracy, completeness, timeliness, non-infringement,
merchantability and fitness for a particular purpose) with respect
to this information. Without limiting any of the foregoing, in no
event shall any MSCI Party have any liability for any direct, indirect,
special, incidental, punitive, consequential (including, without
limitation, lost profits) or any other damages. (www.msci.com)
CFA® is a trademark owned by the CFA Institute.
The Wasatch Emerging Markets Select Fund’s investment objective
is long-term growth of capital.
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.
Valuation is the process of determining the current worth of an
asset or company.

EMERGING MARKETS SELECT FUND — TOP 10 HOLDINGS
AS OF JUNE 30, 2022

Percent of
Net Assets

Security Name

HDFC Bank Ltd.

5.9%

Silergy Corp.

5.9%

Voltronic Power Technology Corp.

5.4%

Bajaj Finance Ltd.

5.2%

Globant SA

5.2%

Chailease Holding Co. Ltd.

4.9%

MercadoLibre, Inc.

4.4%

Dlocal Ltd.

4.1%

ASPEED Technology, Inc.

4.0%

Grupo Aeroportuario del Pacifico SAB de CV, Class B

3.9%
Total

48.9%

Portfolio holdings are subject to change at any time. References to specific securities should not be construed as
recommendations by the Fund or its Advisor. Current and future holdings are subject to risk.

Wasatch Funds are distributed by ALPS Distributors, Inc.
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