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While tactical asset allocation can take advantage of bouts of volatility, emerging market exposure should be seen as strategic in nature. (ddp)

Emerging markets

Thinking strategically about
Emerging Markets
11 October 2018, 4:23 pm EDT, written by Jorge O. Mariscal

Whether investors decide to invest in emerging markets directly or not, they are increasingly exposed to their
economic, financial, political, and even cultural sphere of influence.
This year, like many in the past decade, has not been good
for emerging market assets. Across developing countries,
the performance of bonds, stocks, and currencies has been
poor in absolute levels and in general below that of their
more developed counterparts. The headwinds they have
faced this year include escalating trade tensions between
the US and its major trading partners, rising US interest
rates, and local and global political uncertainty as the antiestablishment, anti-globalization movements have colored
electoral races worldwide. The underperformance has been
particularly severe in Argentina and Turkey, where largely
idiosyncratic vulnerabilities have been compounded by
global shocks.
High sensitivity to external and domestic shocks has
historically been a defining factor of what constitutes an
emerging market. Many international investors have come
to regard emerging market assets more tactically than
strategically, acquiring exposure when things are good
and the momentum is positive, and avoiding the “asset
class” altogether when trouble hits. The advent of the
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BRIC phenomenon brought greater awareness to emerging
markets, and came close to assuring them a permanent seat
in the global investment stadium. The heavy losses these
markets suffered during the global financial crisis reminded
many of their cyclicality.
But a single-minded focus on the tribulations of emerging
market assets risks ignoring not only the remarkable
progress and transformation emerging economies and
societies have made, but the greater depth and breadth
of investment opportunities they offer. In the last 15 years
emerging economies have taken over one billion people
out of poverty, more than the total population of the US
and Western Europe combined. These countries are now
responsible for the majority of the world’s GDP, as well as
the bulk of global car sales and cell phone subscriptions.
Their citizens are more intrepid, becoming the main source
of growth in global tourism, and prominently populating
classrooms at US universities. Emerging markets are now
minting billionaires at a blistering pace, with the total
number of ultra-wealthy individuals expanding by a factor

For UBS marketing purposes

of 14 since the year 2000, compared with the tripling of
developed world billionaires over the same period.
A large component of this transformation owes to China’s
size and rapid growth over the last two decades. But outside
China, emerging markets have seen dramatic change, with
countries like Brazil, Vietnam, Indonesia, and Russia making
significant strides in their development path; India is likely
to maintain a growth edge over China in the years to
come. This process of development convergence is still at
an early stage given that per-capita incomes, even in terms
of purchasing power parity, of populous countries such as
China, Indonesia, and India are only a fraction that of the
US.
Read the entire white paper: Thinking strategically about
emerging markets, 10 October 2018.
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Important information
As a firm providing wealth management services to clients, UBS Financial Services, Inc is registered with the U.S. Securities and Exchange Commission (SEC) as an investment adviser and a broker-dealer,
offering both investment advisory and brokerage services. Advisory services and brokerage services are separate and distinct, differ in material ways and are governed by different laws and separate contracts. It
is important that you carefully read the agreements and disclosures UBS provides to you about the products or services offered. For more information, please visit our website at www.ubs.com/workingwithus.
©UBS 2017. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC.
There are two sources of UBS research. Reports from the first source, UBS CIO Wealth Management Research, are designed for individual investors and are produced by UBS Wealth Management Americas
(which includes UBS Financial Services Inc. and UBS International Inc.) and UBS Wealth Management. The second research source is UBS Investment Research, and its reports are produced by UBS Investment
Bank, whose primary business focus is institutional investors. The two sources operate independently and may therefore have different recommendations. The various research content provided does not
take into account the unique investment objectives, financial situation or particular needs of any specific individual investor. If you have any questions, please consult your Financial Advisor. UBS Financial
Services Inc. is a subsidiary of UBS AG and an affiliate of UBS International Inc.
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