












































Emerging Markets: A 20-year Perspective. Copyright © 2008 MSCI Barra. All rights reserved. 

19

Statistical Review 

Introduction 

In this section we illustrate the evolution of emerging markets over the past 20 years.  

We start by looking at the evolution of the emerging markets universe. A progressive opening up of more 
countries to foreign investors has accompanied the major structural transformations that have characterized 
the last 20 years in many parts of the world. Political change in the former Communist Bloc, the opening up 
of China, dramatic growth in some Asian economies, and the integration of financial markets has led to the 
expansion of investment opportunities in emerging markets and has reshaped the universe. This is 
illustrated by the changes in the composition of the MSCI Emerging Markets Index and the evolution of its 
country and sector weights.  

We then look at some of the aspects that are commonly thought to be characteristic of these markets when 
compared to developed markets.  

One premise that led investors to enter these markets was that the economies of these countries would 
grow faster than average. We illustrate how these economies have evolved by looking at GDP growth rates, 
GDP per capita as well as sovereign credit ratings and current account balances. While on average 
emerging markets have grown faster than developed markets, the evolution has not been linear and the 
situation has been quite different for specific countries.  

Another characteristic of emerging markets often mentioned is the different risk/return trade-off compared to 
developed markets and the low correlation with developed markets. As an illustration and to see whether 
this is still the case, we look at the relative performance of emerging markets to developed markets, at the 
evolution of the risk and return characteristics and of the correlations.  

The third aspect that we analyze is how valuations have evolved, as historically emerging markets stocks 
were considered to be cheaper relative to those from developed markets. While based on pure valuation 
emerging and developed markets have converged, the risk premium appears to still be reflected when 
looking at expected growth rates. 
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Universe Evolution 

Evolution of the Country Coverage of the MSCI Emerging Markets Index 

 The MSCI Emerging Markets (EM) Index has evolved since 1988 with the progressive inclusion of 
countries as they have opened up their capital markets to international investors. While the index initially 
consisted of eight countries (Mexico, Argentina, Brazil, Chile, Jordan, Malaysia, Thailand and the 
Philippines), it now comprises 25.  

 The size of new markets additions varied significantly. Most markets were included at once, like India in 
early 1994 (7.8% of MSCI Emerging Markets), South Africa in early 1995 (14.8% of MSCI Emerging 
Markets) or Russia in late 1997 (5.7%). 

 Reflecting the gradual opening and improvements in accessibility, Korea and Taiwan were included 
progressively. This happened in three steps for Korea from 1992 to 1998, as foreign ownership limits 
were progressively raised. In the case of Taiwan the inclusion was spread over as many as five steps, 
between 1996 and 2005, reflecting the particularly difficult constraints imposed by the QFII and quota 
system. 

 While China was added as early as 1996 with Shanghai and Shenzhen listed B shares, the major 
change occurred in 2000 with the recognition in the MSCI Emerging Markets Index of Hong Kong listed 
shares, such as the Red Chips, in the China universe (5.6%). 

 Following the introduction of drastic repatriation restrictions Malaysia was excluded from the index at the 
end of 1998 and was reinstated 18 months later after the restrictions had been lifted. 

 Portugal and Greece have been migrated to developed markets, while Sri Lanka is now included in the 
MSCI Frontier Markets Index. The MSCI Venezuela Index has been discontinued.  

 In 2007, MSCI Barra introduced the new MSCI Emerging Markets Small Cap Indices, which target 
companies in the top 99% of the investable universe below the MSCI Standard (Large + Mid Cap) 
Indices, highlighting the increased interest by international investors in deeper coverage of the emerging 
markets.

Furthermore, we have seen the emergence of investor interest for fast growing economies in the Gulf 
Cooperation Council (GCC) region and other frontier markets recently. This led MSCI Barra to launch the 
MSCI Frontier Markets Indices in December 2007. The MSCI Frontier Markets Indices include countries 
from Central and Eastern Europe and the CIS (CEEC), the Middle East, Africa and Asia. 
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Main Changes in the MSCI Emerging Markets Index since Inception  
(January 1, 1988) 
Date Country

addition deletion

Jan 1, 1988 Argentina 1.81%
Brazil 18.91%
Chile 8.93%
Greece 5.29%
Jordan 2.93%
Malaysia 33.78%
Mexico 7.65%
Philippines 3.12%
Portugal 8.52%
Thailand 9.06%

Sep 1, 1989 Indonesia 0.97%
Turkey 2.11%

Jan 7, 1992 Korea at 20% of its weight 4.58%

Feb 2, 1994 Colombia 1.20%
India 7.82%
Pakistan 1.23%
Peru 0.67%
Sri Lanka 0.19%
Venezuela 0.62%

Mar 2, 1995 Israel 2.35%
Poland 0.29%
South Africa 14.81%

Sep 3, 1996 China 0.46%
Czech Republic 1.43%
Hungary 0.35%
Korea from 20 to 50% of its weight 3.40%
Taiwan at 50% of its weight 8.46%

Dec 1, 1997 Russia 5.70%
Portugal 4.00%

Sep 1, 1998 Korea at full weight 2.98%

Dec 1, 1998 Malaysia 4.25%

Jun 1, 2000 Malaysia 7.24%
Taiwan from 50 to 65% weight 3.05%
New China Free Universe 5.59%

Dec 1, 2000 Taiwan from 65 to 80% weight 2.88%

Jun 1, 2001 Egypt 0.28%
Morocco 0.21%
Greece 4.60%

Dec 1, 2001 Sri Lanka 0.04%

Dec 1, 2004 Taiwan LIF from 0.55 to 0.75 3.44%

Jun 1, 2005 Taiwan LIF from 0.75 to 1 4.41%

Jan 23, 2006 Launch of the MSCI GCC Countries Indices

Jun 1, 2006 Venezuela 0.10%

Jun 1, 2007 Launch of the MSCI Emerging Markets 
Small Cap Indices

Dec 3, 2007 Launch of the MSCI Frontier Markets
Indices

Weight at time of

Note: dates correspond to addition / deletion in the official MSCI Emerging Markets 
Index history.  
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Country Weights for Emerging and Developed Markets in MSCI ACWI  

 The weight of emerging markets in the MSCI All Country World Index (ACWI) has increased significantly 
over the last two decades, from nearly 1% in 1987 to 6% in 1997 and 11% in 2007. 

 China, Korea, Brazil, Russia and Taiwan are the largest emerging markets in 2007 as compared to 
Mexico and Malaysia in 1992. 

1987 1992 1997 2002 2007

EM ASIA
China _ _ 0.03% 0.26% 1.80%
Korea _ 0.73% 0.19% 0.86% 1.62%
Taiwan _ 0.80% 1.16% 0.51% 1.12%
India _ _ 0.40% 0.20% 0.94%
Malaysia 0.29% 0.83% 0.37% 0.22% 0.28%
Indonesia _ 0.09% 0.11% 0.04% 0.19%
Thailand 0.08% 0.42% 0.10% 0.07% 0.15%
Philippines 0.03% 0.09% 0.09% 0.02% 0.06%
Pakistan _ _ 0.05% 0.01% 0.02%
Sri Lanka _ _ 0.01% 0.00% _

EM Asia (Total) 0.39% 2.95% 2.51% 2.20% 6.18%

EM LATAM
Brazil 0.16% 0.48% 1.03% 0.27% 1.51%
Mexico 0.06% 1.21% 0.82% 0.31% 0.51%
Chile 0.08% 0.35% 0.25% 0.06% 0.13%
Peru _ _ 0.08% 0.02% 0.07%
Argentina 0.02% 0.19% 0.29% 0.02% 0.05%
Colombia _ _ 0.06% 0.00% 0.03%
Venezuela _ _ 0.10% 0.01% _

EM Latam (Total) 0.32% 2.23% 2.63% 0.70% 2.31%

EM EMEA
Russia _ _ 0.37% 0.19% 1.15%
South Africa _ _ 0.68% 0.56% 0.76%
Israel _ _ 0.17% 0.13% 0.24%
Turkey _ 0.07% 0.20% 0.05% 0.19%
Poland _ _ 0.03% 0.05% 0.19%
Egypt _ _ 0.05% 0.01% 0.09%
Hungary _ _ 0.08% 0.05% 0.09%
Czech Republic _ _ 0.06% 0.02% 0.09%
Morocco _ _ 0.04% 0.01% 0.03%
Jordan 0.02% 0.02% 0.01% 0.01% 0.01%

EM EMEA (Total) 0.02% 0.09% 1.69% 1.07% 2.83%
 EM (Total) 0.73% 5.27% 6.83% 3.98% 11.32%

DM
USA 32.14% 40.11% 46.28% 53.99% 41.80%
Europe 22.47% 26.02% 30.20% 28.47% 30.23%
Japan 39.40% 22.32% 11.32% 8.44% 8.60%
Canada 2.52% 2.33% 2.31% 2.20% 3.67%
Australia 1.33% 1.42% 1.24% 1.88% 2.79%
Hong Kong 0.75% 1.60% 1.26% 0.64% 1.05%
Singapore 0.47% 0.76% 0.41% 0.33% 0.48%
New Zealand 0.20% 0.17% 0.14% 0.07% 0.06%

 DM (Total) 99.27% 94.73% 93.17% 96.03% 88.68%
 ACWI (Total) 100.00% 100.00% 100.00% 100.00% 100.00%

      Source: MSCI Standard Indices 
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Sector Weights in MSCI World Index and MSCI Emerging Markets Index 

The sectoral distribution in the MSCI Emerging Markets Index is dominated by:  

 Cyclical sectors, namely Energy and Materials, which contribute nearly 31% of the index in 2007. In 
contrast, in the MSCI World Index, cyclical sectors only represent 15% of the index. 

 Domestic sectors, such as Financials and Information Technology, are other dominant sectors, as they 
are in the MSCI World Index. 

1997 2002 2007

MSCI EM
Energy 6.2% 10.7% 16.7%
Materials 16.5% 12.5% 14.3%
Industrials 8.0% 5.4% 8.4%
Consumer Discretionary 8.0% 6.7% 5.1%
Consumer Staples 7.6% 6.9% 4.8%
Health 0.7% 1.2% 1.6%
Financials 25.8% 19.3% 22.8%
Information Technology 5.5% 17.4% 13.2%
Telecommunication 11.2% 15.2% 9.7%
Utilities 10.5% 4.8% 3.3%

MSCI World
Energy 6.5% 6.7% 9.5%
Materials 6.7% 4.0% 6.2%
Industrials 12.2% 10.3% 10.2%
Consumer Discretionary 13.5% 14.3% 10.7%
Consumer Staples 8.8% 8.6% 8.4%
Health 8.9% 11.2% 9.0%
Financials 22.8% 23.8% 26.5%
Information Technology 9.6% 10.8% 10.1%
Telecommunication 6.4% 6.3% 4.7%
Utilities 4.6% 4.0% 4.6%

                             Source: MSCI Standard Indices. Data as of end of each year. 
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Nominal GDP per Capita (USD) for Emerging Market and Developed Market Countries  

 Emerging markets have on an average witnessed 6% growth in GDP per capita over the last 20 years, 
while developed markets have been growing at a slower rate of 5% in the same period.

 China, Russia, Brazil, Chile, Korea and Poland have witnessed the fastest growth in GDP per capita. 
However, China and India continue to have low GDP per capita given their large populations.

 Israel, Korea, Taiwan and Czech Republic have seen per capita GDP rise to levels closer to developed 
markets’ averages in 2007. 

 1987 1992 1997 2002 2007 CAGR*
EM ASIA

China 294                412                771                1,132             2,460             11.2%
Korea 3,366             7,542             11,474           11,504           19,624           9.2%
Sri Lanka 422                583                852                870                1,558             6.7%
Thailand 938                1,899             2,496             1,999             3,400             6.6%
Indonesia 511                822                1,184             928                1,824             6.6%
Malaysia 1,947             3,153             4,623             3,884             6,146             5.9%
Taiwan 5,276             10,513           13,835           13,221           16,274           5.8%
India 346                326                434                474                965                5.3%
Philippines 578                823                1,170             966                1,590             5.2%
Pakistan 389                521                591                508                909                4.3%

EM Asia (Average) 1,407             2,659             3,743             3,549             5,475             7.0%

EM LATAM
Chile 1,679             3,283             5,663             4,314             9,698             9.2%
Mexico 1,890             4,211             4,268             6,434             8,426             7.8%
Venezuela 2,673             2,955             3,768             3,729             8,252             5.8%
Brazil 2,306             2,814             5,321             2,867             6,842             5.6%
Colombia 1,285             1,576             2,662             1,851             3,614             5.3%
Argentina 3,497             6,845             8,225             2,605             6,310             3.0%
Peru 2,089             1,588             2,455             2,184             3,616             2.8%

EM Latam (Average) 2,203             3,325             4,623             3,426             6,680             5.7%

EM EMEA
Poland 1,687             2,310             4,064             5,185             10,858           9.8%
Hungary 2,484             3,591             4,439             6,548             13,560           8.9%
Turkey 1,593             2,715             3,008             2,675             6,548             7.3%
Czech Republic 5,791             3,091             5,545             7,401             16,372           5.3%
Morocco 915                1,266             1,369             1,387             2,368             4.9%
Israel 8,844             14,636           18,640           17,268           22,073           4.7%
South Africa 2,485             3,390             3,495             2,440             5,724             4.3%
Jordan 2,317             1,397             1,575             1,880             2,741             0.8%
Egypt 1,508             777                1,263             1,313             1,739             0.7%
Russia n/a 576                2,736             2,379             8,612             n/a

EM EMEA (Average) 3,069             3,375             4,613             4,848             9,059             5.6%
EM (Average) 2,226             3,120             4,327             3,941             7,071             5.9%

DM
Ireland 9,410             15,319           22,223           31,396           58,883           9.6%
Portugal 4,573             10,513           11,123           12,350           20,665           7.8%
Greece 7,090             12,162           14,140           15,487           32,009           7.8%
Singapore 7,414             15,382           25,270           21,113           32,506           7.7%
Spain 8,003             15,695           14,426           16,693           31,472           7.1%
United Kingdom 12,163           18,849           22,913           26,719           45,301           6.8%
Norway 22,082           29,968           35,952           42,521           79,154           6.6%
Hong Kong 9,016             17,666           27,055           24,341           28,982           6.0%
Australia 12,907           17,893           22,546           20,989           39,320           5.7%
Netherlands 15,441           22,120           24,861           27,206           45,428           5.5%
Belgium 14,552           22,425           24,495           24,397           41,606           5.4%
Austria 15,933           24,883           26,230           25,800           44,306           5.2%
Denmark 20,973           29,163           32,349           32,493           57,036           5.1%
Germany 14,912           25,523           26,363           24,523           39,650           5.0%
Italy 13,729           22,403           20,985           21,317           35,386           4.8%
New Zealand 10,899           11,367           17,664           15,195           27,285           4.7%
France 16,539           24,010           24,496           24,450           40,782           4.6%
Finland 18,351           21,977           24,013           26,143           44,908           4.6%
Canada 15,968           20,480           21,349           23,458           38,382           4.5%
USA 19,524           24,682           30,439           36,311           45,594           4.3%
Sweden 20,241           30,629           28,219           27,325           47,067           4.3%
Switzerland 27,264           36,449           37,303           38,660           56,709           3.7%
Japan 19,884           30,316           33,837           30,809           34,023           2.7%

Europe (Average) 13,872           22,084           23,035           23,840           40,266           5.5%
DM (Average) 13,685           19,983           25,149           24,507           35,795           4.9%

Source: IMF World Economic Outlook and MSCI Barra. Regional Averages are the sum of total nominal 
GDP of all relevant countries divided by their total population (Russia excluded from averages)  
* Compound Annual Growth Rate (CAGR) has been calculated over the period of 1987 – 2007 
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Real GDP Growth Rates (5 Years Rolling Average) for Emerging Market and Developed 
Market Countries  

 China, India and Argentina have seen the fastest growth in Real GDP among emerging market countries 
over the 5 years ending in 2007.  

1987 1992 1997 2002 2007

EM ASIA
China 12.0% 8.4% 11.4% 8.2% 10.6%
India 5.1% 5.5% 6.4% 5.3% 8.5%
Pakistan 6.3% 6.1% 3.1% 3.2% 6.6%
Sri Lanka 4.2% 4.0% 5.6% 3.5% 6.3%
Malaysia 3.9% 9.3% 9.2% 2.3% 5.9%
Philippines -1.1% 3.1% 4.4% 3.0% 5.6%
Indonesia 4.9% 6.8% 7.0% 0.0% 5.4%
Thailand 6.2% 10.6% 6.1% 1.1% 5.4%
Taiwan 9.6% 7.5% 6.7% 3.6% 4.5%
Korea 9.5% 8.3% 7.1% 4.2% 4.4%

EM Asia (Average) 6.1% 7.0% 6.7% 3.4% 6.3%

EM LATAM
Argentina 1.5% 1.9% 4.5% -3.2% 8.6%
Venezuela 1.1% 3.7% 1.6% -1.6% 7.5%
Peru 3.0% -5.4% 7.1% 1.7% 6.1%
Colombia 3.8% 3.7% 4.3% 0.5% 5.4%
Chile 3.4% 8.3% 7.5% 2.6% 5.1%
Brazil 4.1% -0.1% 4.1% 1.7% 3.5%
Mexico 0.1% 3.7% 2.3% 3.2% 3.2%

EM Latam (Average) 2.4% 2.3% 4.5% 0.7% 5.6%

EM EMEA
Russia n/a n/a -5.7% 4.1% 6.9%
Turkey 6.5% 3.7% 4.7% 1.0% 6.6%
Jordan 1.4% 1.0% 4.2% 4.4% 6.4%
Czech Republic 2.4% -2.1% 2.7% 1.7% 5.3%
Egypt 6.7% 2.3% 4.5% 5.1% 5.1%
Poland 3.0% -1.1% 5.9% 3.3% 5.1%
Morocco 3.1% 3.8% 2.3% 4.1% 4.8%
Israel 4.1% 4.7% 5.3% 2.9% 4.6%
South Africa 0.8% 0.6% 2.9% 2.7% 4.5%
Hungary 1.7% -3.7% 2.3% 4.6% 3.8%

EM EMEA (Average) 3.3% 1.0% 2.9% 3.4% 5.3%
EM (Average) 4.1% 3.6% 4.7% 2.7% 5.8%

DM
Singapore 5.4% 8.7% 9.5% 3.4% 6.8%
Hong Kong 8.3% 5.4% 5.0% 2.1% 6.4%
Ireland 1.7% 4.3% 7.5% 8.1% 5.0%
Greece 0.3% 2.4% 1.7% 3.9% 4.3%
Finland 3.1% 0.0% 3.3% 3.7% 3.5%
Spain 3.0% 3.5% 2.3% 4.1% 3.5%
Australia 3.6% 2.2% 4.2% 3.8% 3.3%
Sweden 2.9% 0.8% 1.8% 3.1% 3.3%
New Zealand 2.1% 0.0% 4.3% 3.2% 3.0%
USA 4.5% 2.5% 3.5% 2.9% 2.8%
Norway 4.2% 1.9% 4.5% 2.3% 2.8%
United Kingdom 3.6% 1.3% 3.1% 2.9% 2.8%
Canada 4.0% 1.3% 3.1% 3.9% 2.7%
Austria 1.9% 3.2% 1.9% 2.4% 2.4%
Denmark 3.2% 1.1% 2.9% 1.9% 2.2%
Belgium 1.7% 2.9% 2.3% 2.2% 2.2%
Switzerland 2.0% 2.2% 0.8% 1.8% 2.1%
Japan 3.3% 4.3% 1.5% 0.2% 2.0%
Netherlands 2.5% 3.2% 2.9% 2.9% 1.9%
France 1.8% 2.7% 1.3% 2.7% 1.8%
Germany 2.1% 4.1% 1.3% 1.6% 1.4%
Italy 2.6% 2.4% 1.3% 1.8% 1.0%
Portugal 2.5% 5.2% 2.2% 3.1% 0.9%

Europe (Average) 2.4% 2.6% 2.6% 3.0% 2.6%
DM (Average) 3.1% 2.8% 3.1% 3.0% 3.0%

Source: IMF World Economic Outlook and MSCI Barra

Rolling Growth Rate figure reported uses prior 5 year data e.g. 2003 to 2007. Data is reported as GDP 
growth rate at 2007. Regional averages are simple averages of the growth rates of the relevant countries. 
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Nominal GDP per Capita vs Real GDP Growth Rates (Rolling 5 Years) 

 While for Korea we observe a decline in GDP growth rates coupled with a significant increase in GDP 
per capita, growth rates in other emerging markets remain high (for example in China) or have even 
increased (for example in India) when compared to the period 1987-1992. 
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Current Account Balance to GDP Ratio for Emerging Market and Developed  
Market Countries  

 Current account deficits of emerging market countries have gradually come down over the last 10 years 
after the Mexican Peso crisis in 1994 and the Asian Crisis in 1997.

 India, Poland and Hungary continue to have low current account deficits.

 Some countries, such as China, Malaysia, Taiwan and Russia, exhibit large current account  
surpluses. On the other hand, the current account surplus of Korea has decreased significantly.

1987 1992 1997 2002 2007

EM ASIA
Malaysia 8.2% -3.7% -5.9% 8.4% 14.4%
China 0.1% 1.3% 3.9% 2.4% 11.7%
Taiwan 17.3% 3.9% 2.3% 8.6% 6.8%
Philippines 0.6% -1.9% -5.2% -0.5% 3.8%
Thailand -0.7% -5.5% -2.1% 3.7% 3.7%
Indonesia -2.7% -2.0% -1.6% 4.0% 1.6%
Korea 7.2% -1.2% -1.6% 1.0% 0.1%
India -1.9% -1.2% -0.7% 1.4% -2.1%
Pakistan -2.5% -1.8% -4.7% 3.9% -4.9%
Sri Lanka -7.4% -5.7% -2.6% -1.4% -5.1%

EM LATAM
Venezuela -6.1% -6.2% 4.3% 8.2% 7.8%
Chile -3.5% -2.2% -4.4% -0.9% 3.7%
Peru -5.3% -5.3% -5.1% -1.9% 1.3%
Argentina -3.9% -2.8% -4.1% 8.9% 0.9%
Brazil -0.4% 1.4% -3.5% -1.5% 0.8%
Mexico 2.9% -6.7% -1.9% -2.2% -0.7%
Colombia 0.0% 1.5% -5.4% -1.7% -3.9%

EM EMEA
Russia n/a -1.4% 0.0% 8.4% 5.9%
Israel 0.6% 0.3% -3.3% -0.9% 3.7%
Egypt -1.4% 8.7% 0.2% 0.7% 1.4%
Morocco -7.3% -1.9% -0.2% 3.6% 0.7%
Czech Republic 0.7% -0.2% -6.3% -5.7% -3.4%
Poland -10.5% 1.0% -3.7% -2.5% -3.7%
Hungary -2.6% 0.9% -4.5% -7.0% -5.6%
South Africa 6.0% 1.5% -1.5% 0.8% -6.7%
Turkey -0.9% 0.1% -1.1% -0.8% -7.5%
Jordan -5.3% -14.4% 0.4% 5.6% -12.6%

DM
Singapore -0.5% 11.9% 15.5% 13.7% 27.0%
Switzerland 3.6% 6.0% 9.6% 8.3% 15.8%
Norway -3.6% 3.5% 6.3% 12.6% 14.6%
Hong Kong 7.7% 3.0% -4.4% 7.6% 11.2%
Netherlands 1.8% 2.1% 6.5% 2.5% 7.4%
Sweden 0.0% -2.8% 4.1% 5.1% 6.0%
Germany 3.9% -1.1% -0.5% 2.0% 5.4%
Finland -1.9% -4.6% 5.6% 10.1% 5.0%
Japan 3.5% 3.0% 2.3% 2.9% 4.5%
Austria 0.0% -0.4% -3.1% 0.3% 3.7%
Belgium 1.9% 3.0% 5.5% 4.6% 2.5%
Canada -3.2% -3.6% -1.3% 1.7% 1.8%
Denmark -3.1% 2.1% 0.6% 2.5% 1.3%
Europe (Average) 0.6% -0.9% 1.6% 0.9% 0.2%
France -0.5% 0.3% 2.7% 1.4% -1.6%
Italy -0.4% -2.7% 2.8% -0.8% -2.3%
United Kingdom -1.8% -2.1% -0.1% -1.6% -3.5%
Ireland -0.3% 0.6% 3.2% -1.0% -4.4%
USA -3.4% -0.8% -1.7% -4.4% -5.7%
Australia -3.8% -3.5% -2.9% -3.8% -5.7%
New Zealand -4.9% -4.2% -6.4% -3.9% -8.5%
Portugal 1.0% -0.2% -5.8% -8.1% -9.2%
Greece -0.9% -1.5% -2.1% -5.6% -9.7%
Spain 0.0% -3.5% -0.1% -3.3% -9.8%

                             Source: IMF World Economic Outlook 
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Statistical Review

Economic Characteristics 

 While the US current account balance has regularly deteriorated since the beginning of the 1990s until 
2006, the aggregate current account balance of emerging markets has turned into a surplus, in 
particular in Asia. 

Current Account Balance as a Percent of MSCI ACWI GDP 
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Statistical Review 

Risk and Return Characteristics  

Relative Performance of MSCI Emerging Markets Index  

 The MSCI Emerging Markets Index reached historic highs in 1994 after outperforming the MSCI World 
Index in the period 1989–1994. However, it underperformed during the emerging markets crises in 
1994, 1995, 1997 and 1998. It then systematically outperformed the MSCI World Index from 2003  
to 2007. 

Relative Performance: MSCI Emerging Markets vs MSCI World Indices 
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 Due to the increasing weight of emerging markets in MSCI ACWI, the impact of the outperformance of 
the MSCI Emerging Markets Index over the MSCI World Index since 2002 is more significant than in 
the period from 1988 to 1994, as shown by the strong outperformance of the MSCI ACWI over the 
MSCI World Index.

Relative Performance: MSCI ACWI vs MSCI World Indices 
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Statistical Review 

Risk and Return Characteristics  

Contribution of Emerging Markets to the Performance of MSCI ACWI  

 The positive contribution of MSCI Emerging Markets to MSCI ACWI performance has grown 
significantly in the period post 2002. 

Contribution of the MSCI Emerging Markets Index to the Performance of  
MSCI ACWI  
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Statistical Review  

Risk and Return Characteristics  

Relative Performance of MSCI Emerging Markets Regional Indices 

Relative Performance: MSCI Emerging Markets Regional Indices 
vs MSCI Emerging Markets Index 
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Volatility Trends in Emerging Markets and Developed Markets (36 Month Rolling) 

 The MSCI Emerging Markets Index has been more volatile than the MSCI World Index with an average 
volatility of 25% while the MSCI World Index had an average volatility of 10%.

 The MSCI Emerging Markets Index was most volatile at the time of the Russian and LTCM crisis in 
1998, reaching levels of 33% in 1999. 

36 Month Rolling Volatility 
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Statistical Review  

Risk and Return Characteristics  

Absolute Volatilities for all Emerging Market and Developed Market Countries  
(Based on 5-Year Monthly Returns) 
 Over the most recent period developed markets have volatilities ranging from 8.5% for the USA  

to levels of nearly 22% for small concentrated markets like Finland and Norway, and an average  
around 15%. 

 Emerging markets have volatilities ranging from 15% for Malaysia to nearly 51% for Venezuela, with  
an average volatility around 25% in the period 2002-2007.

1992 * 1997 2002 2007
EM ASIA

Sri Lanka n/a 28.4% 40.9% 30.8%
Indonesia 51.5% 42.4% 63.0% 25.4%
Pakistan n/a 32.2% 52.3% 24.9%
India n/a 27.9% 31.5% 24.3%
China n/a 34.2% 45.9% 24.0%
Thailand 30.3% 40.6% 54.2% 23.6%
Korea 29.8% 34.7% 47.9% 22.0%
Philippines 30.5% 33.9% 40.1% 20.6%
Taiwan 52.1% 34.4% 36.7% 19.7%
Malaysia 21.8% 33.5% 43.3% 14.9%

EM Asia (Average) 36.0% 34.2% 45.6% 23.0%

EM LATAM
Venezuela n/a 52.8% 49.1% 50.4%
Argentina 78.7% 30.8% 48.0% 30.7%
Colombia n/a 23.2% 40.1% 29.2%
Peru n/a 32.3% 30.2% 27.5%
Brazil 88.9% 36.4% 52.3% 27.4%
Chile 25.4% 21.8% 28.2% 17.9%
Mexico 32.6% 38.3% 35.2% 17.5%

EM Latam (Average) 56.4% 33.6% 40.4% 28.7%

EM EMEA
Turkey 62.1% 54.5% 71.9% 39.9%
Egypt n/a 25.0% 27.9% 31.6%
Russia n/a 65.8% 77.7% 26.8%
Poland n/a 62.3% 42.2% 26.2%
Hungary n/a 39.7% 39.0% 26.1%
Jordan 17.5% 15.2% 13.7% 23.2%
South Africa n/a 21.4% 35.4% 23.1%
Czech Republic n/a 23.2% 35.2% 20.3%
Morocco n/a 14.9% 16.7% 20.3%
Israel n/a 23.7% 32.4% 16.7%

EM EMEA (Average) 39.8% 34.6% 39.2% 25.4%
EM (Average) 43.4% 34.2% 41.9% 25.4%

DM
Finland 24.5% 27.5% 45.9% 22.4%
Norway 26.1% 17.7% 26.2% 20.1%
Greece 45.5% 21.2% 36.3% 19.3%
Sweden 24.0% 20.9% 33.4% 16.8%
Germany 23.5% 14.8% 27.4% 16.6%
New Zealand 25.4% 19.0% 27.5% 16.5%
Belgium 19.3% 10.3% 21.9% 15.5%
Netherlands 16.3% 13.9% 26.7% 15.4%
Hong Kong 23.3% 30.5% 30.9% 15.2%
Austria 31.4% 14.6% 21.9% 15.0%
Ireland 23.4% 13.7% 22.8% 15.0%
Canada 13.4% 13.8% 25.1% 15.0%
Portugal 24.6% 19.3% 24.9% 14.9%
Australia 20.2% 17.3% 20.1% 14.6%
Japan 28.0% 22.5% 21.4% 14.1%
Italy 23.9% 24.8% 23.7% 13.8%
Spain 22.2% 19.7% 25.7% 13.5%
Denmark 20.9% 13.5% 20.7% 13.2%
Singapore 18.7% 21.4% 35.1% 13.2%
France 21.2% 15.3% 22.2% 12.8%
Europe 17.3% 11.2% 18.7% 11.4%
Switzerland 19.2% 14.3% 19.1% 11.1%
United Kingdom 20.3% 12.1% 15.0% 10.5%
USA 13.2% 10.8% 19.4% 8.5%

Europe (Average) 24.1% 17.1% 25.9% 15.4%
DM (Average) 22.8% 17.5% 25.5% 14.8%

Source: MSCI Standard Indices  
Regional averages are simple averages of the volatilities of the relevant countries. 
* Data for some countries not available for the period  
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Statistical Review  

Risk and Return Characteristics  

Scatter Plot of 5-Year Risk vs Return for Select Emerging Market and Developed Market 
Countries (2002-2007) 

 The MSCI Emerging Markets Index had a 30% annualized return with 18% volatility for the period  
2002–2007. Individual countries like Brazil, Russia, India, China and Korea had returns closer to 35% 
with volatility ranging from 22% to 28%.

 Within the emerging markets cluster, Brazil reported the highest return of more than 45% in this period.

 The MSCI World Index had a return of 17% with a volatility of 8% for the same period.

     

5-Year Risk vs Return (Ending December 2007) 
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Statistical Review  

Risk and Return Characteristics  

Scatter Plot of 5-Year Risk vs Return for Select Emerging Market and Developed Market 
Countries (1988-1992) 

 By contrast, 15 years ago, emerging markets were showing average annualized returns of 20% with 
average volatility of 35% for the period 1987 to 1992. Brazil and Argentina were the most volatile 
countries in this period, while Mexico had experienced the highest compound return of more than 45%.  

5-Year Risk vs Return (Ending December 1992) 
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Statistical Review 

Risk and Return Characteristics  

5-Year Risk-Return Profiles (2002-2007) 

 Sharpe ratios in emerging markets have ranged from 2.3 for Czech Republic to 0.4 for Venezuela and 
0.6 for Taiwan for the period 2002-2007. 

 While returns were generally less spectacular, Sharpe ratios were higher in some developed markets, 
such as Denmark, at 2.7, and Austria at 2.4. 

Risk Return Sharpe Ratio

EM ASIA
Indonesia 25.4% 42.5% 1.9
India 24.3% 40.4% 1.8
China 24.0% 35.7% 1.7
Philippines 20.6% 29.5% 1.6
Malaysia 14.9% 18.3% 1.5
Korea 22.0% 26.7% 1.4
Thailand 23.6% 24.3% 1.1
Pakistan 24.9% 23.5% 1.0
Sri Lanka 30.8% 18.5% 0.7
Taiwan 19.7% 10.6% 0.6

EM Asia (Average) 23.0% 27.0% 1.3

EM LATAM
Mexico 17.5% 30.1% 2.0
Brazil 27.4% 47.2% 1.9
Chile 17.9% 28.9% 1.9
Colombia 29.2% 45.5% 1.7
Peru 27.5% 37.9% 1.5
Argentina 30.7% 35.5% 1.3
Venezuela 50.4% 20.0% 0.4

EM Latam (Average) 27.4% 30.1% 1.2

EM EMEA
Czech Republic 20.3% 40.9% 2.3
Egypt 31.6% 57.4% 2.0
Morocco 20.3% 28.6% 1.6
Israel 16.7% 21.9% 1.5
Russia 26.8% 36.4% 1.5
Poland 26.2% 30.4% 1.3
Hungary 26.1% 30.1% 1.3
South Africa 23.1% 25.0% 1.2
Jordan 23.2% 24.7% 1.2
Turkey 39.9% 38.7% 1.0

EM EMEA (Average) 25.4% 33.4% 1.5
EM Average 25.4% 31.4% 1.4

DM
Denmark 13.2% 28.8% 2.7
Austria 15.0% 29.6% 2.4
Spain 13.5% 25.0% 2.2
Europe 11.4% 19.2% 2.1
Switzerland 11.1% 17.3% 2.0
United Kingdom 10.5% 15.7% 1.9
France 12.8% 19.5% 1.9
Australia 14.0% 21.8% 1.9
Norway 20.1% 32.6% 1.8
USA 8.5% 11.2% 1.8
Germany 16.6% 25.9% 1.8
Greece 19.3% 30.4% 1.8
Portugal 14.9% 21.4% 1.7
Sweden 16.8% 24.1% 1.7
Canada 15.1% 19.9% 1.6
New Zealand 17.6% 22.6% 1.5
Italy 13.8% 16.8% 1.5
Belgium 15.5% 19.2% 1.5
Netherlands 15.4% 17.9% 1.4
Singapore 15.0% 16.0% 1.3
Japan 14.1% 13.9% 1.2
Ireland 15.0% 14.3% 1.1
Hong Kong 15.5% 14.1% 1.1
Finland 22.4% 21.2% 1.1

DM Average 14.9% 20.8% 1.7

Source: MSCI Standard Indices  
* Geometric mean of monthly 120 Day T bills from 2002-2007 has been  

used as the Risk free rate for calculating Sharpe ratio 



Emerging Markets: A 20-year Perspective. Copyright © 2008 MSCI Barra. All rights reserved. 

36

Statistical Review 

Risk and Return Characteristics  

Return Distribution for Emerging Markets and Developed Markets with Normal  
Distribution Overlay 

 The return distributions of the MSCI World Index and the MSCI Emerging Markets Index for the period 
1988–2007 show departures from normality.

 The MSCI Emerging Markets Index shows greater (nearly twice) negative skew than the MSCI World 
Index in this period, reflecting greater downside risk. This is evident with extreme negative returns 
during the emerging markets crisis in 1998.

Returns Distribution: MSCI Emerging Markets Index 
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Kurtosis = 3.00 
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Statistical Review 

Risk and Return Characteristics  

Correlation of all Emerging Market and Developed Market Countries with the MSCI World 
Index (Based on 5-Year Monthly Returns)  

 The MSCI Emerging Markets Index correlation with the MSCI World Index has increased from 0.48 to 
0.8 in the 20 year period from 1988–2007, with the progressive integration of financial markets across 
the world. 

 The correlations of all large emerging markets, except Russia, are higher than the correlations of  
Japan and Hong Kong over the most recent period. 

1992 * 1997 2002 2007

EM ASIA
Korea 0.37 0.28 0.60 0.66
China n/a 0.15 0.48 0.62
Taiwan 0.14 0.32 0.54 0.57
India n/a 0.12 0.33 0.53
Thailand 0.42 0.45 0.50 0.53
Indonesia -0.05 0.44 0.37 0.51
Malaysia 0.55 0.45 0.38 0.46
Philippines 0.36 0.31 0.49 0.31
Pakistan n/a 0.22 0.02 0.29
Sri Lanka n/a 0.16 0.16 0.03

EM Asia 0.55 0.49 0.67 0.74

EM LATAM
Mexico 0.26 0.41 0.71 0.72
Chile -0.02 0.33 0.66 0.71
Brazil 0.23 0.31 0.67 0.67
Argentina -0.07 0.56 0.34 0.59
Peru n/a 0.36 0.34 0.50
Colombia n/a -0.03 0.17 0.43
Venezuela n/a 0.09 0.35 0.18

EM Latam 0.27 0.48 0.75 0.76

EM EMEA
South Africa n/a 0.34 0.59 0.69
Poland n/a 0.29 0.61 0.69
Czech Republic n/a -0.17 0.39 0.60
Turkey -0.05 0.15 0.57 0.59
Israel n/a 0.46 0.58 0.59
Hungary n/a 0.35 0.60 0.53
Morocco n/a -0.29 0.05 0.39
Russia n/a 0.26 0.56 0.39
Egypt n/a -0.09 0.28 0.22
Jordan 0.07 0.23 0.02 0.05

EM EMEA n/a 0.55 0.74 0.73
EM 0.48 0.58 0.79 0.81

DM
USA 0.67 0.75 0.97 0.94
France 0.69 0.66 0.86 0.91
Germany 0.64 0.55 0.84 0.89
United Kingdom 0.80 0.71 0.88 0.86
Sweden 0.71 0.68 0.80 0.85
Netherlands 0.71 0.77 0.79 0.84
Switzerland 0.75 0.54 0.70 0.81
Belgium 0.66 0.62 0.59 0.80
Spain 0.73 0.62 0.80 0.79
Australia 0.34 0.72 0.74 0.79
Norway 0.49 0.57 0.74 0.76
Canada 0.54 0.70 0.86 0.76
Denmark 0.60 0.48 0.71 0.75
Greece 0.19 0.36 0.42 0.74
Italy 0.57 0.42 0.68 0.74
Austria 0.36 0.45 0.44 0.72
Ireland 0.69 0.59 0.72 0.71
Finland 0.41 0.58 0.69 0.66
Singapore 0.70 0.58 0.64 0.64
Portugal 0.46 0.46 0.57 0.56
New Zealand 0.29 0.62 0.56 0.56
Hong Kong 0.51 0.64 0.64 0.52
Japan 0.86 0.72 0.65 0.46

Europe 0.86 0.82 0.91 0.94

                                              Source: MSCI Standard Indices 
* Data for some countries not available for 1988-1992 period 
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Statistical Review  

Risk and Return Characteristics  

36-Month Rolling Correlation of MSCI Emerging Markets, MSCI Emerging Markets Asia, 
MSCI Emerging Markets Latam and MSCI Emerging Markets EMEA Indices with MSCI 
World Index  

 During the mid 90s correlations of the MSCI Emerging Markets Index and the MSCI Emerging Markets 
regional indices with the MSCI World Index were very low. They then increased to reach relatively high 
levels by the end of 1998. They remained around the same levels afterwards, reflecting the strong 
integration of international equity markets.  

36-Month Rolling Correlation with MSCI World Index 
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Statistical Review  

Risk and Return Characteristics  

Cross-sectional Volatility for MSCI World, MSCI Emerging Markets and MSCI Regional 
Emerging Markets Indices (1994-2007) 

 The cross-sectional volatilities of the MSCI Emerging Markets Index (average of 11%) and the MSCI 
Emerging Markets Regional Indices have been nearly twice as high as that of the MSCI World Index 
(average of 7%) for the period 1995-2007. 

 The cross-sectional volatility of the MSCI World Index has trended lower post 2002. This downward 
trend started earlier in the MSCI Emerging Markets Indices. 

0%

5%

10%

15%

20%

Ju
n-95

Apr-9
6

Feb-97

Dec-9
7

Oct-
98

Aug-99
Ju

n-00
Apr-0

1

Feb-02

Dec-0
2

Oct-
03

Aug-04
Ju

n-05
Apr-0

6

Feb-07

MSCI EM MSCI World

0%

5%

10%

15%

20%

25%

30%

Ju
n-9

5

Ja
n-9

6

Aug
-96

Mar-
97

Oct-
97

May
-98

Dec
-98

Ju
l-9

9

Feb
-00

Sep
-00

Apr-
01

Nov
-01

Ju
n-0

2

Ja
n-0

3

Aug
-03

Mar-
04

Oct-
04

May
-05

Dec
-05

Ju
l-0

6

Feb
-07

EM Asia EM Latam EM Emea

Source: MSCI Standard Indices 
* Cross sectional volatility is 12 month rolling average based on logarithmic monthly returns 
**CSVs for the MSCI Emerging Markets and MSCI Regional Emerging Markets Indices are based on Equal Weighting 



Emerging Markets: A 20-year Perspective. Copyright © 2008 MSCI Barra. All rights reserved. 

40

Statistical Review  

Valuation Comparisons 

Trends in PB, ROE, Trailing PE, Trailing EPS, PE Fwd and PE/G for the MSCI Emerging 
Markets Index compared to the MSCI World Index (1994-2007) 

 Valuations of the MSCI Emerging Markets Index have been lower than the MSCI World Index as seen 
in the trend of Price to Book Value for the period 1994-2008. 

 However, MSCI Emerging Markets Index valuations have progressively risen since 2002 and have 
caught up with the MSCI World Index in 2007. 

 This can be attributed to higher ROE of the MSCI Emerging Markets Index compared to that of the 
MSCI World Index post 2002. 
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 The trends in the PE ratios of the MSCI Emerging Markets and MSCI World Indices are similar to those 
seen for the Price to Book Value ratios. 
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 Trailing EPS of the MSCI Emerging Markets Index has progressively grown faster and risen more than 
that of the MSCI World Index, reflecting the superior corporate performance in emerging markets as 
these economies have grown at faster rates. 
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 The trends in the PE forward are similar to those seen in the trailing PE. 

 However, based on PE/G ratios, relative valuation of the MSCI Emerging Markets Index has been lower 
than that of the MSCI World Index over the period 1994-2007, reaching a historic high in 1994 at PE/G 
ratio of 1.5; decreasing to a historic low in 1998 and 2002 at 0.6 and then progressively increasing to a 
PE/G of 0.8 from 2003–2007. 

 While pure valuation measures for emerging markets have caught up with developed markets, 
valuations based on PE/G ratios still show significant differences. Hence emerging markets stocks still 
appear to be cheaper based on expected growth rates, reflecting a persistent risk premium. 
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Valuation Ratios used in Style Indices for Developed Markets and Emerging Markets 

 The MSCI Emerging Markets Index has shown faster growth in Long Term EPS growth rates and 
Historic EPS growth rates than the MSCI World Index over 1994–2007  

 Valuations of the MSCI Emerging Markets Index have been lower than those of the MSCI World Index 
as seen in the trend of Forward PE and Price to Book for the period 1994-2008. However, Forward PE 
for the MSCI Emerging Markets Index is closer to that of the MSCI World Index at the end of 2007.

Emerging Markets 

1994 1997 2002 2007
ST Forward EPSG 25.1    24.1    20.6    15.3
5YHist EPS G 20.9    15.1    20.3    25.8
5YHist SPS G 13.5    14.8    15.3    20.0
LT EPSG 13.8    15.1    17.8    17.9
Sust Growth Rate 6.6      7.1      8.5      10.8
Price to Book 2.2      3.0      2.2      2.8
Dividend Yield 2.4      1.8      2.1      2.0
PE Forward 19.1    11.4    8.6      13.8

                                                      
Developed Markets

1994 1997 2002 2007
ST Forward EPSG 20.7 15.7 18.1 10.9
5YHist EPS G -5.2 15.3 5.5 20.7
5YHist SPS G 4.7 8.3 7.7 9.7      
LT EPSG 12.1 13.4 11.9 10.9
Sust Growth Rate 4.4 7.7 4.6 10.3
Price to Book 2.1 1.5 1.5 2.5      
Dividend Yield 2.2 2.3 2.3 2.3      
PE Forward 17.5 18.7 16.6 13.9

                                                                               
               Source: MSCI Standard Indices (simulated enhanced Standard Indices prior to 2007) 
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 “Little else is requisite to carry a state to the highest degree of opulence from the lowest 
barbarism but peace, easy taxes, and a tolerable administration of justice: all the rest 
being brought about by the natural course of things.” – Adam Smith 

Abstract 

In the context of the 20-year anniversary of the MSCI Emerging Markets Index, we review the evolution of 
equity markets over the last two decades and examine the various drivers of risk and returns for emerging 
markets. Over this period, strong economic growth combined with the development of financial markets has 
dramatically increased the opportunity set available to international investors. Early emerging markets 
investors that identified this growth potential have benefited tremendously from these developments, albeit 
at the expense of higher volatility. The road to emerging riches has been bumpy, featuring regular and 
meaningful crises. This prominence of the country factor, which has driven most of common stock volatility 
in emerging markets, explains the higher volatility compared to developed markets. With that background, 
we revisit the concept of GDP-weighted indices as an alternative to capture the country factor. 

Introduction 

In the late 80s, a small group of institutional investors started to look beyond traditional equity markets to 
invest in emerging markets. These early investors had a very simple yet powerful rationale for investing in 
these markets. They postulated that they would benefit from rapid economic growth if they invested in 
markets that were at an early stage of development and had considerable potential for further development. 
They anticipated that developing countries would progressively adopt market-oriented policies in a 
globalizing world and that they could invest in companies at low valuation, as these markets were under 
researched and undiscovered. 

Indeed, the last twenty years have seen a continuously expanding universe due to the opening of previously 
closed markets or markets reaching sufficient size and liquidity to become investable.  

For example, since the MSCI Emerging Markets Index was introduced in 1988, the weight of emerging 
markets in the MSCI All Country World Index (ACWI) has grown from less than 1% to 12% as depicted in 
Exhibit 1. This has lead to a radical change in the opportunity set available to international investors.  
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Exhibit 1: Weight of Emerging Markets in the MSCI All Country World Index  
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In the last two decades, several major geopolitical events have triggered the process of adoption of free 
market reforms resulting in the opening up of many markets. For example, the demise of the Soviet Union, 
the collapse of apartheid in South Africa, and the adoption of more liberal economic policies in China and 
India have contributed to the development of freer markets and the emergence of companies with sound 
businesses.

These developments have been recognized by the inclusion of these markets in international equity indices. 
The timeline in Exhibit 2 illustrates the growth of the opportunity set with new countries being added to the 
MSCI International Equity Indices every few years. Along the way, some of these countries have become 
classified as developed markets (Greece and Portugal) while others, such as Venezuela, have reversed 
course and have exited the MSCI International Equity Indices. 

Exhibit 2: Historical Timeline of the creation of new MSCI Country Indices 

1988 1989 1990 1993 1995 1996 2001 2006 2007 2008
Argentina Greece Indonesia Colombia China Russia Egypt Bahrain Bulgaria Serbia
Brazil Korea Turkey India Israel Czech Rep. Morocco Kuwait Croatia Lithuania
Chile Portugal Pakistan Poland Hungary Oman Estonia
Jordan Taiwan Peru South Africa Qatar Kazakhstan
Malaysia Sri Lanka Saudi Arabia Romania
Philippines Venezuela U.A.E. Slovenia
Thailand Ukraine
Mexico Kenya

Mauritius
Nigeria
Tunisia
Lebanon

Source: MSCI Barra 

The combination of the desire for and achievement of economic growth, and the willingness to open the 
investment opportunities to non-locals to attract capital  has led to more markets joining the international 
investment opportunity set. The latest entrants are markets from countries in the Persian Gulf, the Balkans, 
and sub-Saharan Africa, among others.  On the demand side, investors continue to seek new investment 
opportunities and show interest in investing in these ‘frontier’ markets, which are typically smaller, and have 
fewer and smaller companies that are less liquid. This has led to the creation of the MSCI Frontier Market 
Indices in 2007. 



Emerging Markets: A 20-year Perspective. Copyright © 2008 MSCI Barra. All rights reserved. 

46

Emerging Markets: A 20-year Perspective 

Exhibit 3: Relative Weights of Markets for Emerging,  
Frontier and Large Closed Markets  
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As depicted in Exhibit 3, these new potential investment opportunities are sizeable, representing as much as 
20% of the current emerging and frontier markets universe. These new segments can be broken down into 
closed markets that might potentially open such as Saudi Arabia and the China domestic market (A shares), 
and frontier markets that are open but still relatively difficult to access. Reinforcing the constantly evolving 
nature of financial markets, MSCI Barra recently announced that it would reclassify Jordan as Frontier 
Market and would be consulting on proposals to reclassify Israel and Korea as developed markets, and on 
proposals to reclassify Kuwait, Qatar, and the UAE as emerging markets.  

The rest of this section is organized as follows:  

 In the next part, we review the role of economic development in the classification of markets and how 
economic growth has altered the relative importance of countries over time.  

 We then focus on understanding the relationship between the economic size and financial market size 
of emerging and developed markets.  

 The next part analyzes the differences in the risk and return characteristics of emerging markets 
compared to developed markets, and highlights the differences in relative importance of factors that 
drive risk and return in these markets.  

 Finally, we explore the use of the existing MSCI GDP-weighted indices as alternatives to capture the 
country factor by emphasizing economic rather than market size.  

Economic Development as a Key Driver 

Underlying the growth of the investment universe is the economic development of the countries. One marker 
to identify countries as “developing”–as opposed to “developed”–has been low GDP or GNI per capita. 
Exhibit 4 depicts the investment universe covering the 70 countries for which MSCI Barra calculates an 
index ranked by GNI per capita. In this group, 37 countries have a GNI per capita below the World Bank 
threshold of high/middle income country. These countries represent 15% of world GDP and 80% of the 
world population.  
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Exhibit 4: MSCI Country Universe Ranked by GNI Per Capita  
(Atlas Method, World Bank) High Income Threshold 
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Obviously, economic growth potential does not necessarily translate into realized growth. However, in the 
aggregate, emerging markets have indeed experienced higher economic growth rates than developed 
markets. The average economic growth rate has been a full percentage point higher for emerging markets – 
5.9% annually over the last 20 years compared to 4.9% for developed markets.  

However, the aggregate number alone does not provide the full picture. Growth has not been uniform across 
all emerging markets. Exhibit 5 highlights the highest and lowest growing countries over the last 20 years  
as measured by GDP per capita. In 1987, Argentina and Korea had similar GDP per capita at around  
USD3,000. At the end of 2007, Korea’s GDP per capita was three times that of Argentina.  

It is also interesting to note that the divide between high growth and low growth is not exclusively along the 
lines of emerging and developed countries. Singapore is among the fastest growing countries while Hungary 
and Czech Republic are among the slowest ones. 

Exhibit 5: Highest and Lowest Real GDP Per Growth Countries 

    Real GDP Growth Rate

Country 1987 1992 1997 2002 2007 CAGR
Highest Growth
China 11.98% 8.44% 11.45% 8.24% 10.62% 10.13%
Singapore 5.37% 8.70% 9.51% 3.43% 6.76% 6.73%
Korea 9.47% 8.35% 7.09% 4.20% 4.36% 6.67%
Taiwan 9.61% 7.52% 6.74% 3.64% 4.52% 6.38%
India 5.14% 5.50% 6.35% 5.31% 8.48% 6.15%

Lowest Growth
France 1.80% 2.65% 1.33% 2.71% 1.84% 2.07%
Czech Republic 2.41% -2.06% 2.71% 1.69% 5.33% 1.99%
Italy 2.60% 2.39% 1.33% 1.79% 0.98% 1.82%
Switzerland 2.01% 2.16% 0.82% 1.81% 2.05% 1.77%
Hungary 1.73% -3.69% 2.30% 4.56% 3.84% 1.71%
Source : IMF, MSCI Barra
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Not only are growth rates not uniform across emerging markets, the growth is subject to violent disruptions. 
For example, during the 1998 crisis, the weight of emerging markets in the MSCI All Country World Index 
dropped from 8% to 4%.  

How do Economies Grow? 

It is not clear that there is a beaten path to achieving economic growth. One model that appears to have 
produced sustainable levels of development is based on manufacturing. Most of the current developed 
economies of the world grew through industrialization and manufacturing growth. The development of Japan 
post WWII was based on manufacturing excellence. Korea applied a similar model roughly 20 years later. 
China’s recent growth has been based on the same roadmap. As highlighted by Spence and El Erian [2008], 
these countries have policies explicitly targeting growth and have built strong political and social consensus 
around the necessity to support growth. Very often, high levels of investments needed to support this growth 
are funded by large domestic savings and complemented by select Foreign Direct Investments. 

Exhibit 6 shows the growth trajectories of the BRIC (Brazil, Russia, India, China) countries over the last 15 
years along with those of Korea and Japan to illustrate this observation. Japan’s GDP per capita series has 
been moved forward by 40 years and Korea’s by 20 years in this chart. It is striking to see how closely Korea 
has been tracking the time-shifted growth path of Japan and how China may be able to achieve similar or 
stronger rates of growth. 

Exhibit 6: GDP Per Capita Growth Trajectories for Selected Emerging  
Market and Developed Market Countries 

Source:  IMF World Outlook, Center for International Comparisons of Production, Income and Prices at the University  
of Pennsylvania, Morgan Stanley Research 

The development model of the other BRIC countries seems to have different drivers, much more influenced 
by natural resources in the case of Russia and Brazil, while India is testing its own version of economic 
development with a strong component of outsourced services. This new dimension of growth in services 
rather than manufacturing has been made possible by the advent of the internet and the huge reduction in 
communication costs linked to it. These new models for growth have been untested over long periods but 
may prove to be other pathways for achieving growth.  
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While economic development and models of growth are important elements of the road map for countries to 
join the international equity opportunity set, those developments can be reversed by other factors such as 
political disruption. Venezuela has been gradually exiting the international equity opportunity set. In the late 
1970s, Iran isolated itself from the free market world, similar to Russia and other countries earlier in the 20th

century (although for different reasons).  

Economic Size vs Market Size 

While economic development and the opening of markets are important drivers of the inclusion of the new 
markets in the global opportunity set, the proportion of the economy that is reflected in the stock market 
determines the size of the market. One simple measure that reflects this dimension is the ratio of country 
market capitalization to GDP. Empirically, as shown in Exhibit 7, advanced financial markets tend to have 
market capitalization/GDP ratios that are closer to 100%. In contrast, stock markets in China, India, and 
Russia capture only a small portion of the economy. Over time, market size has typically increased with 
economic development as families and entrepreneurs float their holdings on the stock market to raise 
capital, or as state companies are privatized. 

Sometimes, the influence of state ownership has resulted in surprising equity market biases. For example, 
economies in the Persian Gulf region, such as those of Kuwait, UAE or Saudi Arabia, are obviously heavily 
dependent on energy. However, their stock markets fail to capture this directly, as all energy companies are 
nationalized. 

Exhibit 7: Ratio of Full Market Capitalization to GDP for Select Emerging  
Markets and Developed Markets Countries 

Full Mcap to GDP (2007)

0

0.2

0.4

0.6

0.8

1

1.2

1.4

USA Japan Korea Europe India Russia Brazil China

Countries

M
ca

p/
G

D
P

Source: IMF, MSCI Barra. Data as of December 31, 2007. 

Overall, we can distinguish a common pattern of a multi stage model of economic and financial 
development.  

 Stage 1: Emergence. In this category, countries typically would have low levels of GDP per capita. Their 
economies are heavily influenced by government or are dominated by family controlled conglomerates 
that benefit from political connections. The stock market is narrow, composed typically of banks, 
conglomerates and local utilities, mostly telecommunications. Many of the small countries in the 
Emerging and Frontier Markets are still at this stage 
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 Stage 2:  Expansion. The economy has specialized along its natural competencies; companies are 
starting to address markets outside their country of domicile. The export drivers can be natural resource 
and manufacturing. To finance their expansion, companies need capital, want to diversify their investor 
base and seek international investors. The stock market starts to broaden and newly listed companies 
reshape the profile of the market. India, Mexico, Korea, Taiwan currently fit into this category. 

At this stage, countries have also improved their legal and regulatory framework and incorporated laws 
that seek to protect the common interests of domestic and international investors, facilitating access to 
foreign capital.  

 Stage 3: Maturity. The country enjoys high GDP per capita and is completely integrated in the global 
economy. Global stocks dominate the stock market, which captures more than the domestic economy. 
The stock markets of Switzerland, dominated by global stocks in the food, pharmaceuticals or banking 
sectors, or the United Kingdom with its global resources companies and banks are good examples of 
markets that extend beyond the local economy. Most developed markets are in this category. 

Higher Risk for Higher Return 

We have thus far examined the differences in economic growth, market openness and their consequences 
in terms of countries entering the international investment opportunity set. Such distinctions would be moot if 
they did not translate into different risk and return characteristics. We will therefore now review some of 
those differences between emerging and developed markets.  

When looking at risk and return over rolling 5-year periods in Exhibit 8, it is clear that, collectively, emerging 
markets have shown a consistent pattern of higher volatility compared to developed markets.  

Exhibit 8: Rolling 5-Year Risk and Returns for the MSCI World Index and the MSCI 
Emerging Markets Index for the Period 1992 to 2007 
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The emergence of developing economies has been punctuated with economic crises, as seen with the 
Tequila Crisis in 1995, the Asian Crisis in 1997, the Russian Debt Default in 1998 and the Argentina 
Currency Crisis in 2002. Most of these crises were accompanied by currency devaluations and were often 
triggered by macroeconomic instabilities coupled with an excessive burden of short-term foreign debt. Even 
though the trigger of a crisis may be limited to an event within a single country, as in the case of Argentina, it 
may also spread across its region and impact other emerging and developed markets, as seen in August 
1998.  

Nevertheless, during the late 1980s and 1990s, returns varied significantly across emerging markets and the 
monthly return range of the best and worst performing country indices exceeded 80% on a regular basis, as 
shown in Exhibit 9. Even in August 1998, not all countries went into negative; Morocco and Pakistan posted 
positive monthly returns of 7% and 5%, respectively.  

Exhibit 9: Range of MSCI Emerging Country Index Returns and  
the MSCI Emerging Markets Index Return 
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During the 2000s, the range of index returns has come down, confirming the relative absence of major 
economic or political crises within emerging markets in recent years. Country specific extreme events may 
have happened less frequently in the recent past but the market as a whole has continued to experience 
monthly returns above/below +/- 10%.  

In addition, average country correlations across emerging markets have increased over the last 20 years 
from a low of 5% to more than 46% in the most recent 60 month period. The average correlation across the 
BRIC countries has moved even higher to 55% in the recent period. These results indicate that emerging 
countries have recently become more interdependent, potentially leading to fewer diversification benefits at 
the country level. 

Measuring the Country Factor 

Most aspects of our analysis so far highlight the importance of the economic and political environment in 
emerging markets. Is it possible to quantify the relative importance of the country return relative to global 
sector and style factors? Has there been a trend towards sector diversification and importance within 
emerging markets similar to developed markets, and in particular Western Europe? Or is the country  
still the main driver of equity risk and returns? 

Due to the pioneering work of Barr Rosenberg in the late 1970s, we know that equity returns are influenced 
by systematic or fundamental factors. These factors are typically grouped into countries, sectors and styles, 
such as the market capitalization of a company, the value characteristics or recent price momentum. We can 
measure the relative importance of these fundamental factors by looking at the cross sectional volatility of 
stocks across markets through time and by looking at how much of the return dispersion as explained by the 
fundamental factors comes from country, sector or style factors.1

Exhibit 10:  Relative Importance of Common Factors in Cross Sectional Volatility 

Source: MSCI Barra 

Whilst of equal importance to sectors in developed markets, the country factor has been a dominant factor in 
explaining the cross sectional volatility in emerging markets, as seen in Exhibit 10.  

                                                          
1 Cross-sectional volatility (“CSV”) measures the dispersion of returns across assets at a single point in time. CSV can be used to gauge 
the opportunities in a given market to under or outperform relative to the market. It can also be used to understand the overall level of 
cross-sectional volatility in a particular market as well as the sources of return from which that cross-sectional volatility arises.  A factor 
model, for instance, can allow one to decompose the returns of a set of assets, and therefore the cross-sectional volatility, into various 
components. Here, we decompose cross-sectional volatility along the lines of the Barra Integrated Model. 
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An Alternative Approach to Capture the Country Factor 

The importance of the country factor as a driver of stock returns, and the divergence between economic size 
and market size of countries that are also potentially the faster growing economies, explains the potential 
interest for an alternative weighting approach – based on the economic weight of countries rather than 
market capitalization. Recently there has been increased interest in alternative weighting schemes designed 
to bias portfolios towards a desired factor. For example, equal weighting is one way to tilt a portfolio towards 
smaller stocks and capture the size factor. Similarly, fundamental weighting tilts portfolios towards value 
stocks.

It is, therefore, interesting to look back at one of the first alternative weighting schemes, the GDP-weighted 
index. MSCI GDP-weighted Indices were introduced in 1988 to address the issue of the large weight of 
Japan in the MSCI World Index. The GDP weighting scheme was extended to cover emerging markets and 
MSCI ACWI in 2005. GDP-weighted indices use the country’s GDP as the weighting factor instead of market 
capitalization. Consequently, the weights of countries in the GDP-weighted index will represent the relative 
importance of a country’s economy as opposed to the size of its equity market.  

Exhibit 11: Largest Absolute Weight Difference between the Standard Market Capitalization-weighted 
MSCI ACWI and its GDP-weighted Equivalent 

Country 
USA -13.9%
China 4.7%
United Kingdom -3.5%
Germany 2.8%
Italy 2.6%
Switzerland -2.1%
India 1.5%
Russia 1.3%
Canada -1.3%
Mexico 1.2%
Data as of June 2, 2008

Weight Difference 
(GDP - Market Cap)

                                               Source: MSCI Barra 

As seen in Exhibit 11, the largest current over-weights in the MSCI GDP-weighted ACWI Index are for 
emerging markets, such as China, India and Russia, which are some of the fastest growing economies but 
have market capitalization weights that are relatively smaller than their economic weights. While the 
overweight list includes some developed markets, such as Germany and Italy, the countries with the largest 
disparities in terms of their market capitalization weights being larger than their economic weight are the US 
and the UK. 
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These built-in differences in country weights produce an interesting risk return profile, as shown in Exhibit 
12. It is striking to see that a simple concept such as GDP-weighting has been so effective at capturing the 
two major shifts in asset allocation over the last 20 years: underweighting Japan in the 1990s and 
overweighting emerging markets since 2005.  

Exhibit 12: Performance of GDP-weighted Indices Relative to their  
Market Capitalization Weighted Equivalents 
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There has been little study on why a GDP-weighting scheme may be a more effective way to allocate 
across countries. As always, one possible explanation is that its apparent effectiveness is purely accidental. 
Another one is that the GDP weight would serve as a better proxy of the natural country weight–including 
unlisted equities–in the global portfolio. Another more tactical explanation is that GDP-weighting is a way to 
anticipate other investors’ asset allocation decisions, therefore buying before everybody else buys and 
selling before the others sell. 

Conclusion 

Our review of 20 years of emerging markets history shows that economic development and market 
openness play a significant role in the entrance of and growth of markets into the international investment 
opportunity set. Just as long-term economic growth reshapes the relative importance of nations, rapid and 
unsustainable economic expansion can also lead to macroeconomic imbalances and create periods of 
disruption as was seen in the crises in the 1990s. This historical perspective highlights the importance of the 
country factor in emerging markets investing.  

In that context, index providers have also evolved in their role of supporting international investors accessing 
these markets, by reflecting the expanded opportunity set on a timely basis, by managing the evolution of 
markets in the context of their country classification as frontier, emerging and developed and also by 
providing alternative views and tools to capture the country factor such as GDP-weighted indices. 
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