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Investors could benefit from the relative valuation
discount between Latin American equities and their
U.S. peers.
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It’s All Relative

By Mauricio Viaud
PM and Senior Investment Strategist
Insigneo

We hear this expression often. Truthfully, it is
applicable to many aspects of our lives. We tend to
view things based on how they compare relative to
something else. We do it every day, whether we
are at work, shopping, or simply deciding what to
have for dinner. Investing is one of those areas
where this also rings true. We often evaluate our
portfolios in terms of how they performed against a
certain benchmark. We compare assets against
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sell. We seek relative value between two potential
investments. When it comes to investing,

sometimes relativity creates opportunity.

An example of what we think is an attractive relative
value opportunity is the current valuation
discrepancy between Developed and Emerging
Markets equities, particularly between the U.S. and
Latin America. On a current Price/Earnings basis,
the MSCI All Cap World Index is trading at 17x
earnings, compared to the MSCI Emerging Markets
Index at 13x. In a starker comparison, the S&P
500 Index is trading at 19x earnings, while the
MSCI Emerging Markets Latin America Index
(MXLA) stands at 7.2x. This valuation gap is

each other when evaluating which one to buy or evident on the chart below.
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It is important that we do not consider this relative
valuation gap in a vacuum; we need to dig deeper
into what types of companies make up these
indices. As of the end of last year, the MSCI
Emerging Markets Latin America Index held 90
stocks. Out of these, Vale and Petrobras are the
biggest constituents, together accounting for nearly
20% of the benchmark. From a country exposure
standpoint, Brazil and Mexico combined make up
89% of the index. These two data points provide a
clue into the relatively low valuation of the MXLA
index. The Brazilian and Mexican bourses have
large exposures to the Energy, Materials, and
Financials sectors, which tend to be value oriented.
As aresult, these three sectors, making up 58% of
the benchmark, tilt MXLA to the Value style camp.

On the other hand, the S&P 500 Index sees
companies in the Information Technology,
Communication Services, and Consumer
Discretionary sectors making up 44% of its
constituency. In fact, Apple, Microsoft, Amazon,
and Google combined make up 17% of the index.
These sectors, and these companies in particular,
tend to be growth-oriented, tilting the index to the
Growth style camp.

After studying the individual index compositions
above, the argument could be made that the
relative valuation gap between both indices is due
to their style biases. After all, Growth tends to be
more expensive than Value, so it would make sense
that the MSCI EM Latin America index is trading at a
relative discount to the S&P 500. This seems
logical, but once again, it pays to look below the
surface. Looking again at the chart on the previous
page, we can appreciate the magnitude of the
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current relative valuation gap between both indices.
We can see that over the past 10 years, this gap
has been much narrower, even reversing at times,

where MXLA was the more expensive asset.

To get a different perspective of this relative value
opportunity, it is worth looking at the indices’
valuations against their own historical values. The
10-year average P/E ratio for the S&P 500 has
stood near 20x, while the MXLA has averaged 16x
over the same time period. We are not arguing that
the S&P 500 is overvalued, as it is still trading at an
approximately 5% relative discount to its 10-year
average. However, when we consider that the Latin
American index is trading at less than half its 10-
year average of 16X, we can further appreciate the
potential relative value opportunity. In fact, Latin
American equities are currently trading at over 2
standard deviations below their 10-year average
valuation.

A logical question comes to mind, why is there
currently such a wide valuation gap? We believe the
answer is two-fold. First, given the historically low
level of interest rates in the U.S. over the past few
years, companies in the country flourished, driving
up stock prices and valuations. This was particularly
true for growth-oriented stocks that benefited from
low-cost access to capital. Second, companies in
Latin America tend to be more export-oriented than
their U.S. peers. As such, they were
disproportionately affected by the effects of the
Covid pandemic on global demand as well as a high
U.S. dollar. Local political uncertainty did not help
either. Although political uncertainty will likely
remain, we believe that the continued reopening of
the global economy, and a decrease in the value of
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the U.S. dollar should boost Latin American stock
markets. At the same time, higher interest rates in
the United States will likely continue to keep
pressure on valuations of growth-oriented
companies. To be clear, we are not suggesting
exiting the U.S. stock market altogether. What we
are suggesting is that investors could benefit

over the long-term, by taking advantage of the
relatively low valuations in Latin American . .
Click or scan this code to access more

equities and investing a portion of a diversified insights at insigneo.com/insights

portfolio in this asset class. Again, it’s all relative.
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Important Legal Disclaimer

Insigneo Financial Group, LLC comprises a number of operating
businesses engaged in the offering of brokerage and advisory
products and services in various jurisdictions, principally in Latin
America. Brokerage products and services are offered through
Insigneo International Financial Services, LLC, headquartered in Puerto
Rico, and through Insigneo Securities, LLC, headquartered in Miami.
Both are members of the Financial Industry Regulatory Authority
(FINRA) and Securities Investors Protection Corporation (SIPC).
Investment advisory products and services are offered through
Insigneo Advisory Services, LLC, an investment adviser registered with
the Securities and Exchange Commission. In Uruguay, advisory
services are offered through Insigneo International Asesores de
Inversion Uruguay, SA, Insigneo Asesores de Inversion Latam, SRL, and
Insigneo Asesores de Inversion de Uruguay, SRL, in Argentina through
Insigneo Argentina, SAU, and in Chile through Insigneo Asesorias
Financieras, SPA. Collectively, these eight operating businesses make
up the Insigneo Financial Group. To learn more about the Broker
Dealers including their conflicts of interest and compensation
practices, please go to https://insigneo.com/disclosures/ or via
www.finra.org. To learn about Insigneo Advisory Services, LLC and any
conflicts related to its advisory services, please see its Form ADV and
brochure which can be found at Investment Advisor Public Disclosure
website https://adviserinfo.sec.gov/

FOR AFFILIATES LOCATED IN CHILE

Insigneo Asesorias Financieras SPA se encuentra inscrito en Chile, en
el Registro de Asesores de Inversion de la Comision para el Mercado
Financiero. Este informe fue efectuado por area de Research &
Strategy de Insigneo Securities LLC. o sus proveedores, en base a la
informacion disponible a la fecha de emisién de este. Para evitar
cualquier conflicto de interés, Insigneo Securities LLC dispone que
ninguln integrante del equipo de Research & Strategy tenga su
remuneracion asociada directa o indirectamente con una
recomendacion o reporte especifico o con el resultado de una cartera.

Aunque los antecedentes sobre los cuales ha sido elaborado este
informe fueron obtenidos de fuentes consideradas confiables, no
podemos garantizar la completa exactitud e integridad de estos, no
asumiendo responsabilidad alguna al respecto Insigneo Securities LLC,
Insigneo Asesorias Financieras SPA ni ninguna de sus empresas
relacionadas.

Este material esta destinado unicamente a facilitar el debate general y
no pretende ser fuente de ninguna recomendacioén especifica para una
persona concreta. Por favor, consulte con su ejecutivo de cuentas o
con su asesor financiero si alguna de las recomendaciones especificas
que se hacen en este documento es adecuada para usted. Este
documento no constituye una oferta o solicitud de compra o venta de
ningun valor en ninguna jurisdiccion en la que dicha oferta o solicitud
no esté autorizada o a ninguna persona a la que seailegal hacer dicha
oferta o solicitud. Las inversiones en cuentas de corretaje y de
asesoramiento de inversiones estan sujetas al riesgo de mercado,
incluida la pérdida de capital.
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La informacion base del presente informe puede sufrir cambios, no
teniendo Insigneo Securities LLC ni Insigneo Asesorias Financieras SPA
la obligacion de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios. Cualquier opinion,
expresion, estimacion y/o recomendacion contenida en este informe
constituyen el juicio o vision de area de Research & Strategy de
Insigneo Securities LLC. o sus proveedores, a la fecha de su
publicacién y pueden ser modificadas sin previo aviso.

FOR AFFILIATES LOCATED IN URUGUAY

En Uruguay, los valores estan siendo ofrecidos en forma privada de
acuerdo al articulo 2 de la ley 18.627 y sus modificaciones. Los valores
no han sido ni seran registrados ante el Banco Central del Uruguay para
oferta publica.

FOR AFFILIATES LOCATED IN ARGENTINA

Insigneo Argentina S.A.U. Agente Asesor Global de Inversion se
encuentra registrado bajo el N° 1063 de la Comisién Nacional de
Valores (CNV) e inscripto ante la Inspeccién General de Justicia (IGJ)
bajo el N° 12.278 del Libro 90, Tomo -, de Sociedades por Acciones.
Este informe fue efectuado por area de Research & Strategy de
Insigneo Securities LLC. o sus proveedores, en base a la informacion
disponible a la fecha de su emisiéon. Para evitar cualquier conflicto de
interés, Insigneo Securities LLC dispone que ningun integrante del
equipo de Research & Strategy tenga su remuneracion asociada
directa o indirectamente con una recomendacioén o reporte especifico
o con el resultado de una cartera. Aunque los antecedentes sobre los
cuales ha sido elaborado este informe fueron obtenidos de fuentes
consideradas confiables, no podemos garantizar la completa exactitud
e integridad de estos, no asumiendo responsabilidad alguna al
respecto Insigneo Securities LLC, Insigneo Argentina S.A.U. ni ninguna
de sus empresas relacionadas. La informacion base del presente
informe puede sufrir cambios, no teniendo Insigneo Argentina S.A.U. la
obligacién de actualizar el presente informe ni de comunicar a sus
destinatarios sobre la ocurrencia de tales cambios.

Este material esta destinado Unicamente a facilitar el debate general
y no pretende ser fuente de ninguna recomendacioén especifica para
una persona concreta. Por favor, consulte con su ejecutivo de
cuentas o con su asesor financiero si alguna de las recomendaciones
especificas que se hacen en este documento es adecuada para
usted. Este documento no constituye una oferta, recomendacién o
solicitud de compra o venta de ningun valor negociable en ninguna
jurisdiccion en la que dicha oferta o solicitud no esté autorizada o a
ninguna persona a la que sea ilegal hacer dicha oferta o solicitud. Las
inversiones en valores negociables estan sujetas al riesgo de
mercado, incluida la pérdida parcial o total del capital invertido.
Cualquier opinion, expresion, estimacién y/o recomendacion
contenida en este informe constituyen el juicio o vision de area de
Research & Strategy de Insigneo Securities LLC. o sus proveedores, a
la fecha de su publicacion y pueden ser modificadas sin previo aviso.



