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Ten Myths about EM investments 

1)  BRICS are leading EM growth and development 

2)  BRICS represent best-performing EM equity markets 

3)  EM are categorized as niche or alternative markets 

4)  EM imbalances have mostly been resolved 

5)  EM are highly correlated and offer no diversification 

6)  EM value style investment adds substantial alpha 

7)  EM investments can be replicated through multinationals 

8)  EM performance is mostly driven by currency movements 

9)  US managers create substantial alpha in EM investments 

10) Local managers cannot compete with global managers. 
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1. BRICS are not leading EM 

15 

% oya 
G3 Headline CPI EM Headline CPI 

% oya 

-3

0

3

6

2001 2005 2009 2013

U.S.
Euro Area
Japan

-5

0

5

10

15

20

25

2001 2003 2005 2007 2009 2011 2013

Latin America
EM Europe
EM Asia

Global Inflation Overview (2) 

24 

% of GDP 
G3 Current Account Balance EM Current Account Balance  

$ billion 

-50

-40

-30

-20

-10

0

10

20

30

2000 2004 2008 2012

Latin America

EM Europe ex.
Russia
EM Asia ex. China

-7

-5

-3

-1

1

3

5

2001 2005 2009 2013

US
Euro Area
Japan

World Trade and External Imbalances (4) 

28 

Regional Policy Rates 

EM Policy Rates by Region 

3

5

7

9

11

2010 2011 2012 2013

Emerging Asia

Emerging Europe

Latin America

%, GDP-weighted average 

0

1

2

3

4

5

6

2007 2008 2009 2010 2011 2012 2013

U.S.

Euro Area

U.K.

Japan

G4 Policy Rates 
% per annum 

Growth	
  in	
  BRICS	
  slowing	
  down	
  
Beyond-­‐BRICS	
  have	
  highest	
  growth	
   Currency	
  Strength	
  leads	
  to	
  EM	
  Current	
  Account	
  Deficits	
  

EM	
  impor$ng	
  QE	
  infla$on	
  pressures	
   Real	
  interest	
  rates	
  s$ll	
  posi$ve	
  in	
  most	
  EM	
  	
  

Sources:	
  	
  IMF	
  World	
  Economic	
  Outlook,	
  IIF	
  Global	
  Economic	
  Monitor,	
  April	
  2013	
  	
  

Ins$tu$onal	
  Investor:	
  	
  Emerging	
  Markets	
  Forum	
  2013	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  PRIVATE	
  AND	
  CONFIDENTIAL	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  ©	
  EMLEADERS	
  LLC	
  	
  	
  Page	
  	
  <3>	
  	
  



2. BRICS are not best performing EM 

v  EM growth 5.3% vs 1.2% for DM in 2013 
v  Laggards are Brazil, Russia, South Africa 
v  Leaders are China, Nigeria, Peru, Indonesia 
 

v  Investment strongest in Malaysia & Chile 
v  Trade deficits rising in India, Turkey, Egypt 
v  Overvaluation in Brazil, Colombia, Turkey 
 

v  Best equity returns in Philippines & Thailand 
v  BRIC equity returns all negative over 5 year 
v  Cheapest Russia – Most Expensive Indonesia.  M O R G A N  S T A N L E Y  R E S E A R C H

April 22, 2013
Asia/ GEMs Strategy

22Jonathan Garner: +852 2848-7288, jonathan.garner@morganstanley.com   (for enquiries or requests please email gemstratrequest@morganstanley.com)

Valuations: Country Scatter for 2013 Consensus Price / Book vs. ROE

Source: RIMES, MSCI, IBES. Data as of April 19, 2013
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3. EM are not niche but mainstream 
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Emerging markets account for 18 percent of the global 
financial stock, but their share has tripled since 2000

Today, developed countries account for the vast majority of the capital raised 
through equity and debt worldwide. However, emerging markets are catching up. In 
2010, US households, corporations, and governments accounted for 32 percent of 
outstanding debt and equity worldwide at $67.5 trillion. The economies of Western 
Europe combined accounted for $63.6 trillion, or about 30 percent of the global 
total. Japan and other developed economies accounted for roughly 20 percent of 
the world’s debt and equity outstanding. Turning to emerging markets, households, 
corporations, and governments had outstanding debt and equity of just $37.1 trillion, 
or 18 percent of the global total, at the end of 2010. This is far below their share of 
global GDP of 32 percent. However, emerging markets’ share of the global financial 
stock has tripled since 2000 as their financial systems improve and as the largest 
corporations and governments tap foreign investors.16 China accounts for 43 percent 
of the emerging market share, but almost all emerging market regions have seen their 
financial stock grow faster than their developed counterparts. In the case of China, 
its financial stock has grown four times as fast as that of Western Europe and the 
United States. 

16 For more on investment in infrastructure, real estate, and other physical assets in emerging 
markets, see Farewell to cheap capital? The implications of long-term shifts in global saving 
and investment, McKinsey Global Institute, December 2010 (www.mckinsey.com/mgi).

Exhibit 12

Stock of debt and equity outstanding, 2010�
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Emerging markets have ample room to deepen their 
financial systems

Despite rapid growth in the financial stock of emerging markets over the past decade, 
there is still ample room for further growth. One reason is that the development 
of financial markets is associated with higher incomes and a greater degree of 
economic development. Most emerging markets’ financial depth is between 50 
and 250 percent of GDP compared with 300 to 600 percent of GDP in developed 
countries. As emerging economies evolve, it is likely that their financial markets 
will develop, too. Well-functioning capital and banking markets make it easier for 
households, corporations, and governments to raise funds for investment. Greater 
economic output means more excess revenue and income can be invested in capital 
markets and deposited in banks in order to finance even more productive activity. 
However, the degree to which financial deepening occurs in many of these countries 
will depend crucially on whether they have the right regulatory and institutional 
framework to channel funds to their most productive use. Countries can have very 
different financial depth even at the same level of income. For instance, Norway 
has higher per capita GDP than the Netherlands, but its financial markets are half 
as deep. This reflects the fact that Norway generates large oil revenues but the 
corporate sector outside minerals is relatively small. In emerging markets, we see that 
China, Malaysia, and South Africa have a much higher financial depth than do other 
countries at similar income levels and are roughly on a par with much richer countries 
including Belgium and Canada.

Exhibit 14
Financial markets in developing countries still have 
significant room for growth
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deMand Is shIfTInG TO eMerGInG MarKeTs aT an 
acceleraTInG raTe and Is becOMInG MOre fraGMenTed 

In the previous chapter, we showed that proximity to demand is a significant driver 
of competitiveness in manufacturing groups such as those for global innovation 
for local markets, regional processing, and energy- and resource-intensive 
commodities. The footprints of these segments tend to follow demand volume, 
and today the flow of volume dictates expansion into a growing list of developing 
economies. This proliferation of markets, as well as rising requirements for 
customized products, is fragmenting demand; companies need to produce more 
local-market variations and ship a wider variety of SKUs to compete. Another 
change in demand for manufacturers in certain sectors—particularly those 
that sell to other businesses (i.e., business-to-business, or B2B, segments)—is 
the growing demand for value-added services and software to go along with 
manufactured goods. 

demand is shifting to emerging markets at an accelerating rate

It is widely known that economic growth has shifted toward developing 
economies, but the momentum of that shift is not fully appreciated. According 
to recent McKinsey research, consumption by developing economies could rise 
from $12 trillion annually in 2010 to $30 trillion in 2025 (Exhibit 48). As developing 
economies grow wealthier, some 1.8 billion individuals are likely to enter the 
global consuming class, and 60 percent of households in the world with incomes 
of at least $20,000 a year will likely be in developing economies.74 By 2025, it 
is estimated that developing economies could account for nearly 70 percent of 
global demand for manufactured goods.

74 Urban world: Cities and the rise of the consuming class, McKinsey Global Institute, June 2012 
(www.mckinsey.com/mgi). Also see Yuval Atsmon, Peter Child, Richard Dobbs, and Laxman 
Narasimhan, “Winning the $30 trillion decathlon: Going for gold in emerging markets,” The 
McKinsey Quarterly, August 2012.

exhibit 48
Demand shift: By 2025, half of global consumption will be in 
emerging markets

SOURCE: Homi Kharas (Wolfensohn Center for Development, Brookings Institution); Angus Maddison (founder of Groningen 
Growth and Development Centre); McKinsey Global Institute Cityscope 2.0

1 Historical values for 1820 through 1990 estimated by Homi Kharas; 2010 and 2025 estimates by McKinsey Global Institute.
2 Defined as people with daily disposable income above $10 at PPP.
3 Estimate based on 2010 private consumption share of GDP per country and GDP estimates for 2010 and 2025; assumes 

private consumption share of GDP remains constant.
NOTE: Numbers may not sum due to rounding. 
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Figure 2  Stock Exchange overview

2011 (as at June 2011) 2010 2009

Stock exchanges

Market cap 
of exchange 

(US$bn)
No. of 
IPOs 

 IPO Value  
(US$bn)  

Market cap 
of exchange  

(US$bn)
No. of 
IPOs 

IPO Value  
(US$bn) 

Market cap 
of exchange 

(US$bn) 
No. of 
IPOs

IPO Value  
(US$bn)

NYSE EURONEXT (US) 13,791 49 24.21 13,394 87 30.88 11,838 36 17.55

NASDAQ OMX 4,068 37 5.56 3,889 81 8.16 3,239 33 7.65

London Stock Exchange 3,750* 57 14.98 3,613* 122 14.10 2,796 25 2.38

Tokyo Stock Exchange 3,655 13 0.30 3,828 22 16.40 3,306 19 0.63

Shanghai Stock Exchange 
(Shanghai A) 2,804 24 8.8 2,716 28 26.90 2,705 9 18.3

Hong Kong Stock Exchange 2,712 48 24.0 2,711 114 57.80 2,305 73 32.00

Toronto Stock Exchange 
(TSX Group) 2,231 32 1.36 2,170 67 5.57 1,677 24 1.74

Deutsche Borse 
(Frankfurt Prime) 1,622 10 1.75 1,430 23 3.23 1,292 5 0.07

BM&FBOVESPA 1,553 10 4.17 1,546 11 5.82 1,337 6 13.15

Bombay Stock Exchange 1,506 22 0.78 1,632 63 8.28 1,307 20 4.00

India – National Stock 
Exchange 1,471 22 0.78 1,597 58 7.93 1,225 20 4.00

Australian Securities 
Exchange 1,444 42 0.51 1,454 72 7.86 1,262 47 2.40

Korea Exchange 1,200 32 2.54 1,092 96 7.60 835 67 2.64

MICEX 1,023 1 0.78 949 6 0.93 736 1 0

Singapore Exchange 669 9 7.01 647 31 5.00 481 23 2.33

* London Stock Exchange Group, incorporating London Stock Exchange and Borsa Italiana.
Source: PwC IPO Watch; Dealogic.

Source:	
  	
  Mapping	
  global	
  capital	
  markets,	
  McKinsey	
  Global	
  Ins$tute,	
  August	
  2011	
  
	
  

EM = 50% of world consumption 

EM = 5 out of 10 top world exchanges 
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Turkey has evolving weaknesses	
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4. EM imbalances are not resolved 
Source:	
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  2013	
  

Mexico has consistently strong profile 	
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Source:	
  	
  EM	
  Leaders	
  Country	
  Credit	
  Webs	
  ©	
  April	
  2013	
  

5. EM diversification benefits are large 
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6. EM value style adds little alpha 
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v  EM ETFs have been flat over 5 years 
v  MSCI EM index has been above ETFs 

v  Risk Weighted EM style adds 700 alpha 
v  Value Investment style adds 50 alpha 

v  EM include 25% energy and materials 
v  Materials subindex 600 bps below index 

v  EM include 16% consumer disc&staples 
v  Consumer staples 1400 bps above index 



Risk Weighted beats Value 
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Consumer beats Materials 

Source:	
  MSCI	
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  indices	
  factsheets	
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7. Multinationals cannot replicate EM 
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  Investor:	
  	
  Emerging	
  Markets	
  Forum	
  2013	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  PRIVATE	
  AND	
  CONFIDENTIAL	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  	
  ©	
  EMLEADERS	
  LLC	
  	
  	
  Page	
  	
  <11>	
  	
  

v  EM ETFs have been flat over 5 years 
v  GE and AVP lost 30%+ over that period 

v  AVP earns over 50% of revenues in EM 
v  GE is showcase multinational firm 

v  CAT high-end investments in China 
v  CAT volatility in part from EM troubles 

v  DE closest alignment but worse in crisis 
v  PG outperformed EM with 500 bps 



8. EM assets are not mostly driven by FX 
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v  Asian currencies with 2% appreciation pa 
v  Brazilian Real strong 3% appreciation pa 

v  Similarity between BRL and EM index 
v  50% of LAC crisis losses from currencies 

v  EM debt earned 10% return over 5 years 
v  EM equities remained flat over 5 years 

v  EM currencies lost 3% over 5 years 
v  EM equity and currency correlation LOW 



9. US fund managers add small alpha 

Ins$tu$onal	
  Investor:	
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v  EM ETFs have been flat over 5 years 
v  Median US manager lost 120 bps alpha 

v  GMOEX underperformed index 150 bps 
v  Very high correlations & high volatility 

v  EM include 25% energy and materials 
v  3rd largest EM manager added 50 bps 

v  2nd largest EM manager added 150 bps 
v  ODMAX largest manager added 480 bps 



10. Local fund managers overperform 
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  Investor:	
  	
  Emerging	
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20 Leading EM Local Managers Fund	
  
5 Best US-Based EM Fund Managers	
  

TOTAL RETURN APR 2008 – APR 2013 

US-FUNDS-EM:   6.5% annual	
  

EMLEADERS-A: 15.8% annual	
  

v  Five-best US-managers add 650 alpha 
v  20-best EM-local managers add 900 bps 

v  Local manager volatility 2% below index 
20 Leading EM Local Managers Fund	
  

2 Largest US-Based EM ETFs	
  

TOTAL RETURN APR 2008 – APR 2013 

 US-ETFS-EM:    0.1% annual	
  

EMLEADERS-B: 13.4% annual	
  

v  Two-largest EM-ETFs (US) remain flat 
v  20-upper-quartile EM local managers 

     added 1,300 bps alpha over 5 years 



São Paulo beats New York   

BEATING THE BENCHMARK MARCH 2012
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Eq Asia ex-Jap. Equity Europe Equity Global Eq Nth Am Equity UK

1 YEAR 
PERIODS

3 YEAR 
PERIODS

10 YEAR 
PERIODS

ALL EQUITY FUNDS 42.8% 41.4% 39.7%
ALL BOND FUNDS 31.6% 24.7% 17.4%

EQUITY ASIA PAC EX-JAPAN 48.4% 48.9% 54.4%
EQUITY EMG MKTS GLOBAL 38.5% 31.1% 24.6%
EQUITY EUROPE 37.7% 35.9% 27.0%
EQUITY GLOBAL 42.2% 38.4% 32.5%
EQUITY NORTH AMERICA 36.2% 30.3% 20.8%
EQUITY UK 46.4% 47.6% 47.4%

BOND EMG MKTS GLOBAL 45.8% 45.4% --
BOND EUR 25.8% 18.5% 6.3%
BOND GLOBAL 34.4% 30.4% 23.1%
BOND USD 25.9% 16.8% 6.4%

FIGURE 3

FIGURE 4

AVERAGE PROPORTION OF FUNDS’ ROLLING RETURNS  
OUTPERFORMING BENCHMARKS, 31/12/1991 TO 31/12/2011

PROPORTION OF EQUITY FUNDS OUTPERFORMING BENCHMARKS — 
ROLLING 1 YEAR PERIODS

Sources:	
  	
  Andima,	
  Lipper,	
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End to ‘alpha’ spells trouble
for fund managers
By  Dan  McCrum  in  New  York

It is no secret that investors of all stripes have struggled to beat the market since the financial
crisis. The majority of hedge funds, for instance, have trailed both global stocks and bonds
since the start of 2010, meaning that they have not added value to the simplest of portfolios.

Mutual funds are not performing as badly as last year, when just 27 per cent offered better
returns than the benchmark they choose to track, according to research group Lipper. But,
again, the majority still trail in 2012.

Much of the blame for this tends to be attributed to the fact that
markets now move to a drumbeat of statements from politicians
and central bankers, such as the head of the US Federal Reserve.
“All 500 S&P companies have the same chairman and his name is
Ben Bernanke,” says Jurrien Timmer of the Fidelity Global
Strategies Fund.

It is also true that securities within markets, as well as far-flung
debt and equity markets have been trading more “in sync” with each other: the willingness of
investors to take on risk being a common factor behind price moves.

But something more fundamental may be happening. Changes to the availability of
information and in the capital to act on it mean it has become harder, perhaps impossible, to
beat the market consistently through active management. There may be no more “alpha”.

Consider that any young business school graduate with the money to pay for the data feed can
sit in front of a Bloomberg terminal and, with a few keystrokes, bring up years of financial
statements for businesses across the globe. Tap again and an investor can ponder charts
showing the predictions of professional analysts, details of the company’s debt, as well as the
identities of shareholders, competitors and peers.

The service, and others like it that sit user friendly screens atop vast databases of information,
have made it far easier to analyse asset prices, but harder to gain an edge over peers by acting
faster, or more smartly.

ft.com  >  markets  >

US-hedge-funds-graphic

September  10,  2012  5:09  pm

End to ‘alpha’ spells trouble
for fund managers
By  Dan  McCrum  in  New  York

It is no secret that investors of all stripes have struggled to beat the market since the financial
crisis. The majority of hedge funds, for instance, have trailed both global stocks and bonds
since the start of 2010, meaning that they have not added value to the simplest of portfolios.

Mutual funds are not performing as badly as last year, when just 27 per cent offered better
returns than the benchmark they choose to track, according to research group Lipper. But,
again, the majority still trail in 2012.

Much of the blame for this tends to be attributed to the fact that
markets now move to a drumbeat of statements from politicians
and central bankers, such as the head of the US Federal Reserve.
“All 500 S&P companies have the same chairman and his name is
Ben Bernanke,” says Jurrien Timmer of the Fidelity Global
Strategies Fund.

It is also true that securities within markets, as well as far-flung
debt and equity markets have been trading more “in sync” with each other: the willingness of
investors to take on risk being a common factor behind price moves.

But something more fundamental may be happening. Changes to the availability of
information and in the capital to act on it mean it has become harder, perhaps impossible, to
beat the market consistently through active management. There may be no more “alpha”.

Consider that any young business school graduate with the money to pay for the data feed can
sit in front of a Bloomberg terminal and, with a few keystrokes, bring up years of financial
statements for businesses across the globe. Tap again and an investor can ponder charts
showing the predictions of professional analysts, details of the company’s debt, as well as the
identities of shareholders, competitors and peers.

The service, and others like it that sit user friendly screens atop vast databases of information,
have made it far easier to analyse asset prices, but harder to gain an edge over peers by acting
faster, or more smartly.

ft.com  >  markets  >

10	
  September	
  2012	
  

v  300 bps advantage of median 
local manager over US median 

v  600 bps advantage of top-quartile 
local managers over US top-tier 

v  900 bps alpha for set of leading 
EM local managers over index 

v  Volatility staying below index 
and liquidity remaining good 

v  Diversification with 20 local EM 
managers and annual rebalancing 

Note:	
  	
  past	
  performance	
  is	
  illustra$ve	
  only	
  and	
  cannot	
  guarantee	
  future	
  results	
  
Source:	
  	
  set	
  of	
  3000	
  BAIF	
  open-­‐end	
  equity	
  growth	
  funds,	
  April	
  2013	
  	
  



EM Leaders 

EM Leaders LLC is an independent, registered investment advisor working 
exclusively for institutional investors who wish to advance their emerging 
markets investments.  EM Leaders is assisting to find the most beneficial 
way to invest through leading local managers across 20 emerging markets, 
which are selected and monitored by a network of EM experts. Leading 
local asset management expertise and performance is shown to be  
far superior as compared to best US-based managers.  
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