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Over the years, we have re-
peatedly made the case 
for a direct allocation to 

emerging markets, as they are un-
derrepresented in major global in-
dices and under-researched by the 
world’s investors.

Through frequent crises and 
downswings, we encouraged inves-
tors not only to keep the faith, but 
also to look through the short-term 
news and focus on the long-term 
potential. At times, this may have 
been severely tested as currencies 
and commodities saw collapsing 
prices and political shocks wreak 
havoc on asset prices. We continue 
to emphasise that there are always 
investment opportunities present 
in emerging markets. Emerging 
market behaviour is far more inef-
ficient than that of developed mar-
kets, creating ongoing mispricings 
from which an active, valuation-
driven investor can benefit.

Since the most recent crisis, 
emerging markets have staged a 
strong and broad recovery, and the 
IMF now expects growth of 4.6% 
this year (and 4.9% in 2018) from 
these countries. In contrast, ad-
vanced economies are expected to 
expand by only 2.2% in 2017, before 
slowing down to 2% next year.

The road ahead will be bumpy 
and one should never expect that 

emerging market countries will not 
pose challenges to investors from 
time to time. Still, despite many 
daunting challenges, we do believe 
that the positive trajectory for these 
countries is growing ever clearer.

In the long run, emerging mar-
kets will continue to benefit from 
structural drivers that are simply not 
present in developed markets. With 
younger populations, formalising 
economies and vastly untapped 
consumption potential, emerging 
markets undeniably offer a higher 
rate of growth potential.

An example is China, where only 
55% to 60% of the population has 
access to the internet (compared 
to an average of 80% in developed 
markets). Hundreds of millions of 
consumers still need to be con-
nected, holding massive potential 
for many consumer and internet 
companies. Also, while 90% of US 
households own at least one vehicle, 
only 6% of households in the Philip-
pines own a car and 2% in Vietnam. 
In China, less than a fifth of house-
holds own their own car. This should 
provide a strong tailwind for growth 
in vehicle sales in emerging markets.

Similar structural growth stories 
are playing out across a number 
of emerging market industries. 
A growing consumer class and a 
strong shift from the informal to 
the formal sector are benefiting 
many companies. These include 
the Russian food retail sector where 
national retailers continue to profit 
from the move away from ‘mom 
and pop independents’ and open-
air markets to branded chains. They 
also include Indian private sector 
banks that look to benefit from 
both a capture in market share from 
the poorer run state-owned coun-
terparts that still control 70% of the 
banking sector and the increase in 
financial services penetration of the 
relatively underbanked population.

Our valuation approach aims 
to value these businesses based 
on what we expect them to earn 
over the long term. We then look 
to use any short-term pressure on 
the share price as a buying oppor-

tunity if prices fall significantly be-
low our estimate of intrinsic value. 
In addition, despite the strong run 
in emerging markets as a grouping 
over the past 18 months, we still see 
many companies that are trading at 
very attractive upside to their long-
term value.

The strong supporting dynamics 
will drive emerging market growth 
for many years, and according to 
some projections, six of the world’s 
seven largest economies could be 
emerging markets by 2050. By then, 
Indonesia and Mexico are projected 
to be larger than Japan, Germany, 
the UK or France, while Turkey 
could overtake Italy.

Investors without emerging mar-
ket exposure will fail to benefit from 
this massive economic shift. For 
those with a nervous disposition, 
we believe emerging markets are 
reaching scale and a level of ma-
turity that bring with it a greater 
degree of predictability. So while 
the end of quantitative easing may 
have a negative impact on emerg-
ing markets, our base case is that 
emerging market economies today 
are far more robust and we would 
not expect a repeat of the ‘Volcker 
Shock’ when Latin American coun-
tries lost a decade of economic 
growth in reaction to sharp rate 

Emerging markets: From ‘why’ to 
‘where in emerging markets’

hikes in the US during 1979 to 1981. 
This time round, emerging markets 
are more resilient, with record-low 
inflation, flexible currencies and 
sheer size on their side. Their econ-
omies have matured; they are struc-
turally much stronger and able to 
withstand volatility.

So the question shifts from ‘why 
emerging markets’ to ‘where in 
emerging markets’. The answer may 
be more difficult than you think:

A top-down only approach will 
not necessarily help you.
The relationship between eco-
nomic growth and equity returns 
has proven to be somewhat tenu-
ous in emerging markets. Notwith-
standing the positive economic 
drivers, we would emphasise that 
economic growth does not nec-
essarily equal good investment 
returns, and in our experience, the 
countries with the rosiest outlooks 
do not necessarily offer the most 
attractive long-term investment 
opportunities.

Our emphasis is on stock selec-
tion rather than top-down geo-
graphic allocation or macro themes. 
Our own, unique research will de-
termine what a share is worth (its 
fair value), and we will only invest 
if we think the current price is suf-
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Similar structural growth stories are playing out across a 
number of emerging market industries. A growing consumer 
class and a strong shift from the informal to the formal sector 
are benefiting many companies. These include the Russian 
food retail sector where national retailers continue to profit 
from the move away from ‘mom and pop independents’ 
and open-air markets to branded chains. They also include 
Indian private sector banks that look to benefit from both a 
capture in market share from the poorer run state-owned 
counterparts that still control 70% of the banking sector 
and the increase in financial services penetration of the 
relatively underbanked population. 

Our valuation approach aims to value these businesses 
based on what we expect them to earn over the long term. 
We then look to use any short-term pressure on the share 
price as a buying opportunity if prices fall significantly 
below our estimate of intrinsic value. In addition, despite 
the strong run in emerging markets as a grouping over 
the past 18 months, we still see many companies that are 
trading at very attractive upside to their long-term value.

The strong supporting dynamics will drive emerging 
market growth for many years, and according to some 
projections, six of the world’s seven largest economies 
could be emerging markets by 2050. By then, Indonesia and 
Mexico are projected to be larger than Japan, Germany, the 
UK or France, while Turkey could overtake Italy.

Investors without emerging market exposure will fail to 
benefit from this massive economic shift. For those with 
a nervous disposition, we believe emerging markets are 
reaching scale and a level of maturity that bring with it 
a greater degree of predictability. So while the end of 
quantitative easing may have a negative impact on emerging 
markets, our base case is that emerging market economies 
today are far more robust and we would not expect a repeat 
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of the ‘Volcker Shock’ when Latin American countries lost a 
decade of economic growth in reaction to sharp rate hikes 
in the US during 1979 to 1981. This time round, emerging 
markets are more resilient, with record-low inflation, flexible 
currencies and sheer size on their side. Their economies 
have matured; they are structurally much stronger and able 
to withstand volatility.

So the question shifts from ‘why emerging markets’ to 
‘where in emerging markets’. The answer may be more 
difficult than you think:

A top-down only approach will not necessarily help you. 
The relationship between economic growth and equity 
returns has proven to be somewhat tenuous in emerging 
markets. Notwithstanding the positive economic drivers, we 
would emphasise that economic growth does not necessarily 
equal good investment returns, and in our experience, the 
countries with the rosiest outlooks do not necessarily offer 
the most attractive long-term investment opportunities. 

Our emphasis is on stock selection rather than top-down 
geographic allocation or macro themes. Our own, unique 
research will determine what a share is worth (its fair 
value), and we will only invest if we think the current 
price is sufficiently below this level, thereby offering a 
significant margin of safety. This analysis is based on our 
own detailed modelling of all companies in our coverage 
list. This includes modelling revenue, cost and margins for 
at least five years out. 

Our proprietary company research is supported by 
extensive first-hand scrutiny of potential holdings, including 
country visits and meetings with management, competitors, 
industry experts and other information sources. 

Active management gets you the most benefit. We believe 
many of the best investments in emerging markets lie 
beyond the largest indices. 

Notwithstanding the strong long-term emerging market 
investment case, global equity managers remain generally 
structurally underweight in emerging markets. For example, 
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ficiently below this level, thereby of-
fering a significant margin of safety. 
This analysis is based on our own 
detailed modelling of all companies 
in our coverage list. This includes 
modelling revenue, cost and mar-
gins for at least five years out.

Our proprietary company re-
search is supported by extensive 
first-hand scrutiny of potential 
holdings, including country visits 
and meetings with management, 
competitors, industry experts and 
other information sources.

Active management gets you 
the most benefit.
We believe many of the best invest-
ments in emerging markets lie be-
yond the largest indices.

Notwithstanding the strong 
long-term emerging market invest-
ment case, global equity manag-
ers remain generally structurally 
underweight in emerging markets. 
For example, the MSCI All Country 
World index, the most important 
index for global markets, includes 
a much smaller emerging markets 
allocation than their share of global 
GDP would justify. This is because 
capital market development in 
these countries is not as evolved 
as their developed-market coun-
terparts and many large emerging 

believe they represent the full op-
portunity set in emerging markets.

And just like any such index or 
by investing in an index fund, you 
would systematically own more 
overpriced stocks, sectors and 
countries and less of their under-
priced counterparts. The impor-
tance of researching and selecting 
a portfolio of the best opportunities 
within emerging markets is even 
greater when the overall backdrop 
is challenging. You want to be con-
fident that the investments in your 
portfolio are able to weather the 
storm and, in many cases, come out 
stronger on the other side.

Accordingly, we build entirely 
clean-slate portfolios based on our 
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Similar structural growth stories are playing out across a 
number of emerging market industries. A growing consumer 
class and a strong shift from the informal to the formal sector 
are benefiting many companies. These include the Russian 
food retail sector where national retailers continue to profit 
from the move away from ‘mom and pop independents’ 
and open-air markets to branded chains. They also include 
Indian private sector banks that look to benefit from both a 
capture in market share from the poorer run state-owned 
counterparts that still control 70% of the banking sector 
and the increase in financial services penetration of the 
relatively underbanked population. 

Our valuation approach aims to value these businesses 
based on what we expect them to earn over the long term. 
We then look to use any short-term pressure on the share 
price as a buying opportunity if prices fall significantly 
below our estimate of intrinsic value. In addition, despite 
the strong run in emerging markets as a grouping over 
the past 18 months, we still see many companies that are 
trading at very attractive upside to their long-term value.

The strong supporting dynamics will drive emerging 
market growth for many years, and according to some 
projections, six of the world’s seven largest economies 
could be emerging markets by 2050. By then, Indonesia and 
Mexico are projected to be larger than Japan, Germany, the 
UK or France, while Turkey could overtake Italy.

Investors without emerging market exposure will fail to 
benefit from this massive economic shift. For those with 
a nervous disposition, we believe emerging markets are 
reaching scale and a level of maturity that bring with it 
a greater degree of predictability. So while the end of 
quantitative easing may have a negative impact on emerging 
markets, our base case is that emerging market economies 
today are far more robust and we would not expect a repeat 

EMERGING MARKETS WILL DOMINATE THE WORLD’S TOP 10 ECONOMIES 
IN 2050 (GDP AT PURCHASING POWER PARITY)
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 China 1 1 China
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of the ‘Volcker Shock’ when Latin American countries lost a 
decade of economic growth in reaction to sharp rate hikes 
in the US during 1979 to 1981. This time round, emerging 
markets are more resilient, with record-low inflation, flexible 
currencies and sheer size on their side. Their economies 
have matured; they are structurally much stronger and able 
to withstand volatility.

So the question shifts from ‘why emerging markets’ to 
‘where in emerging markets’. The answer may be more 
difficult than you think:

A top-down only approach will not necessarily help you. 
The relationship between economic growth and equity 
returns has proven to be somewhat tenuous in emerging 
markets. Notwithstanding the positive economic drivers, we 
would emphasise that economic growth does not necessarily 
equal good investment returns, and in our experience, the 
countries with the rosiest outlooks do not necessarily offer 
the most attractive long-term investment opportunities. 

Our emphasis is on stock selection rather than top-down 
geographic allocation or macro themes. Our own, unique 
research will determine what a share is worth (its fair 
value), and we will only invest if we think the current 
price is sufficiently below this level, thereby offering a 
significant margin of safety. This analysis is based on our 
own detailed modelling of all companies in our coverage 
list. This includes modelling revenue, cost and margins for 
at least five years out. 

Our proprietary company research is supported by 
extensive first-hand scrutiny of potential holdings, including 
country visits and meetings with management, competitors, 
industry experts and other information sources. 

Active management gets you the most benefit. We believe 
many of the best investments in emerging markets lie 
beyond the largest indices. 

Notwithstanding the strong long-term emerging market 
investment case, global equity managers remain generally 
structurally underweight in emerging markets. For example, 
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markets businesses have lower free 
floats than their peers in developed 
markets. When international inves-
tors do invest in emerging markets, 
it tends to be in a narrow universe 
of the biggest, most liquid names in 
the asset class.

Importantly, we do not believe 
the MSCI Emerging Markets Index is 
an appropriate reflection of all the 
value and investment opportuni-
ties in emerging markets. Many of 
the holdings in the index often are 
below-average businesses (particu-
larly state-owned banks and energy 
groups), subject to significant state 
regulation. Often these companies 
are poor stewards of capital and ex-
posed to cyclical earnings. We do not 

assessment of the most compelling 
risk adjusted investment oppor-
tunities in emerging markets. Our 
portfolios look very different to the 
index. In fact, we are comfortable 
taking decisive positions away from 
the benchmark when the invest-
ment case is compelling, as these 
positions are underpinned by con-
victions derived from our propri-
etary analysis.

We have identified many great 
businesses in fast-growing indus-
tries with small (or no) weightings 
in the index that have resulted in 
significant value creation for our cli-
ents over the years. This is evident 
in the performance of the Corona-
tion Global Emerging Markets Eq-
uity strategy which has delivered 
an annualised US dollar return of 
8.6% (before fees) since inception 
in 2008 to end-December 2017. 
The strategy has outperformed its 
benchmark (the MSCI Daily Total 
Return Net Emerging Markets USD) 
by 4.8% per annum (before fees) 
over this period.

Given our expectation that all 
asset class returns may be lower 
going forward, exposure to these 
emerging market higher-growth 
opportunities, provided the right 
companies are bought at the right 
price, will remain vital.


