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US jobs report spurs on emerging market bulls

The recent poor US non-farm payroll number has encouraged market bulls as the spectre of rising

US interest rates receded.

— Emerging market equity ETFs have seen over $1bn of inflows in last two days
— Short interest in the iShares MSCI Emerging Markets ETF has fallen by over 10% in last week
— Investors are choosing low cost and low volatility upstart funds

Emerging market bulls roared back to life as
the poor US non-farm payroll and the
receding probability of an imminent rate rise
saw ETF investors return to one of their
favourite trades of the quarter.

Emerging markets equities were the hot trade
when the markets rebounded from their
February lows, but investors had lost some of
their appetite for the asset class in recent
weeks as the possibility of a June interest
rate hike from the Federal Reserve grew. This
change of heart was also driven by economic
facts on the ground, as the May release of the
Markit Emerging Markets Composite PMI
sank back into contraction territory after
stalling in April. Emerging market ETFs
snapped a 12 week inflow streak over May
with over $1.2bn flowing out of the asset
class in the second week of the month.

Emerging Market Equity ETFs
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Friday’s disappointing non-farm  payroll
number was seen by the markets as a
catalyst for a continuation of the current
status quo regarding US interest rates, which
in turn quieted some of the bearish sentiment
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seen in emerging market equities. ETF fund
flows have reflected this change of mood as
emerging market funds registered over $1bn
of inflows in the two days since Friday
morning’s announcement from the US Bureau
of Labour Statistics.

These inflows have proved well timed as the
Vanguard FTSE Emerging Markets Stocks
ETF (VWO), the largest emerging market
ETF, has outperformed the S&P 500 index by
over 2.5% since the jobs report was released.

Interestingly, the recent inflows have not been
driven by the two established incumbent
funds, the previously mentioned VWO and
the iShares MSCI Emerging Markets ETF
(EEM) which together manage 58% of the
total emerging market equity ETF AUM. The
two funds seeing the lion’s shares of the
current inflows are the iShares Core MSCI
Emerging Markets ETF and the iShares MSCI
Emerging Markets Minimum Volatility ETF
which offer low cost exposure and low
volatility respectively and have seen three
quarter of recent inflows respectively.

ETF investors also covering

Short sellers, which had added to their
positions in many of the largest emerging
market ETFs in recent weeks, are also paring
back their trades as the asset class surges
ahead of domestic US equities. Short interest
in the EEM ETF had surged by four-fold in the
weeks since the emerging trade momentum
fell out of favour. 80 million shares of the
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EEM ETF were shorted at the end of last

month, representing over $2.7bn of short
position.

Ishares Msci Emerging Markets Etf
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That number has since retreated by over 10%
to less than 70 million shares.
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