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Key Insights
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•

Global emerging markets delivered -5.6% (AUD) in 2018, reflecting a weaker second half.
Significant dispersions were noted across regions, countries, sectors and styles.
Latin America was the only region to deliver positive returns in 2018 whilst all other regions suffered losses.
ESG & SRI thematic factors fared much better than other factors and styles whilst Low Volatility funds
suffered a major rotation from 2017.
Volatility trends across major countries continue to rise, offering opportunities for active managers and asset
allocators.
India’s correlation with overall EM market steadily rises, reflecting its importance in the region.

Significant dispersion between top & bottom ranking nations; Global EM experienced losses holistically
Exhibit 1 shows the calendar year returns for Emerging Market countries. In 2018, Global EM equities returned a loss
of -5.61%. Latin America was the only region to experience positive returns (3.80%) whilst Europe, Middle East and
Africa and Asia delivered losses of -6.80% and -6.07%, respectively. At a country level, Qatar offered the highest
returns to investors of 45.22% followed by Peru (12.83%), Brazil (10,56%) and Russia (10.32%). In contrast, Turkey (34.90%), Greece (-29.83%) and Pakistan (-27.55%) were the three worst performers. There was a significant amount
of dispersion between the top and bottom ranking countries.
Exhibit 1: Latin America only region to experience positive returns
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EM by Factors and Style – significant rotation noted in 2018
Exhibit 2 shows that MSCI EM Low Vol has indeed outperformed all other indexes in 2018 and on a long-term
historic basis (15 years). However, ESG and SRI focused indices were only introduced in the last 7-10 years but have
done extremely well.
MSCI EM SRI ranked 2nd in 2018 and over 7 years and 1st over a 3- and 5-year period. MSCI EM ESG Leaders ranked
1st over a 7- and 10-year period and 2nd over 3- and 5-year periods. This shows that traditional factor oriented fund
leadership was being replaced by ESG and SRI funds which offer risk-rewards over the long term.
There was a significant rotation in performance between the winners in 2017 and 2018. Exhibit 3 shows that in
2018, MSCI EM Minimum Volatility outperformed all other indexes and was the only one to have positive returns. It
was however, the lowest performing index in 2017. Large/Mid Momentum which was the highest ranking in 2017
(38.12%) experienced losses of -5.13% in 2018 and Large/Mid Growth was second ranking in 2017 (35.90%) but
was the worst performer in 2018 as it experienced losses of -9.19% which is a drop of 45% in one calendar year.
Exhibit 2: Significant rotation in winners between 2017 and 2018
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Exhibit 3: Calendar year performance comparison between 2017 and 2018 shows notable rotation

Sector performance shows best performing sectors underperformed in 2018
Exhibit 4 shows returns for primary sectors in EM over various time periods. Utilities (2.76%) and Energy (0.07%)
were the only sectors to provide positive returns to investors. Over a longer term period of 15 years, Consumer
Staples outperformed all other sectors delivering an annual return of 23.24% but returns have been slowing as
investors faced a loss of -13.41% in 2018. Health care ranked 2nd over 5-, 7-, 10- and 15-year periods but
underperformed in 2018 as it faced a loss of -19.47%. Information Technology ranked 1st over 5-, 7- and 10- year
periods but ranked 2nd last in 2018. This shows that traditionally high performing sectors did not perform well in 2018
and actually delivered losses.
Exhibit 4: Sector performance shows IT stocks significantly underperformed in 2018
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Volatility trends amplify across major markets
The 12-month rolling volatility of BRIC countries (Brazil, Russia, India and China) as well as EM as a whole are shown
in Exhibit 5. EM volatility has subsided considerably since GFC and is half of what it was in 2009; currently 9.94%
which is in the 4rd quartile of its historical volatility range.
That said, all four BRICs countries have a higher rolling volatility than the overall Emerging Markets. Since the GFC
volatility levels have converged overall, however, Brazil and Russia have been more stagnant since 2015. Brazil’s
volatility is currently the highest of the four BRIC countries and has reached its GFC levels at 35.50%. All other
countries are in the 3rd or 4th quartile and are between the range of 15 to 20%.
Exhibit 5: 12 month rolling volatility is trending higher

Increasing importance of India in EM is shown through rising correlation with MSCI EM
The 36-month rolling correlation of BRIC countries to the overall MSCI EM Index is shown in Exhibit 6. Correlation
of Chinese equity to the EM market has been steady at 77% and its historical range has had very low dispersion.
This is not a surprise because China makes up more than 30% of the EM equity market and hence has a
consistently high correlation.
Correlation of Brazil and Russia has subsided significantly since 2015.
A notable trend is that India’s correlation has been steadily increasing since 2015, and is currently 67%, which is
an indication of its growing importance within the region.
Overall, country level correlation dispersion outside the BRICS still exists which means invetsors with well
diversified exposures across broader emerging markets can benefit from country level diversification.
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Exhibit 6: Rolling correlation trends show growing importance of Indian equity market

Conclusion
After delivering a very strong performance in the first half of 2018, EM equities suffered a set-back in the second
half on the back of various geopolitical and macro-headwinds; to finish the year down by 5.6%. Within these
headline returns, there were winners and losers across countries, sectors and styles. SRI and ESG oriented
themes stood out on the positive side while 2017 winners such as Low Volatility and Momentum themes
suffered weaker performance. The sharpe rotation of fortunes from 2017 to 2018 means active investors had
to be vigilant of risks and themes in order to add value above the market. As volatility and correlation trends
shift for the worse in 2019, it is clear that active strategies will be able to offer a competitive advantage over
passive and smart beta strategies.
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Foresight Analytics - Unlocking your investment advantage
Foresight Analytics is a data-driven investment research, analytics and consulting firm. Using its innovative 360degree framework and factor-based technology, Foresight provides analytical, predictive and market intelligence
solutions to leading investment management companies, superannuation funds and wealth groups.
For asset owners, Foresight solutions include quality and risk-based manager appraisal, forensic validation of
manager skill, portfolio risk aggregation and factor-based portfolio optimisation. Foresight’s 360-degree analytical
framework integrates financial and extra-financial considerations and across equity and bond asset classes.
Disclaimer
The material contained in this document is for general information purposes only. It is not intended as an offer or
a solicitation for the purchase and/or sale of any security, derivative, index, or financial instrument, nor is it an
advice or a recommendation to enter into any transaction. No allowance has been made for transaction costs or
management fees, which would reduce investment performance. Actual results may differ from reported
performance. Past performance is no guarantee for future performance.
This material is based on information that is considered to be reliable, but Foresight Analytics makes this
information available on an “as is” basis without a duty to update, make warranties, express or implied, regarding
the accuracy of the information contained herein. The information contained in this material should not be acted
upon without obtaining advice from a licensed investment professional. Errors may exist in data acquired from
third party vendors, and in coding related to statistical analyses.
Foresight Analytics disclaims any and all expresses or implied warranties, including, but not limited to, any
warranties of merchantability, suitability or fitness for a particular purpose or use. This communication reflects
our quantitative insights as of the date of this communication and will not necessarily be updated as views or
information change. All opinions expressed herein are subject to change without notice.
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