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Emerging Markets:
1988-2006

Javier Estrada
IESE Business School – Barcelona – Spain

1. Introduction
• Definition, GDPs, and growth

2. Equity
• Risk, return, performance, and diversification

3. Debt
• Returns and spreads

4. Expectations
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What is an EM?

Australia Greece Portugal

Austria Hong Kong Singapore

Belgium Ireland Spain

Canada Italy Sweden

Denmark Japan Switzerland

Finland Netherlands UK

France New Zealand USA

Germany Norway

MSCI-DM Index
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What is an EM?

Asia

China
India

Indonesia
Korea

Malaysia
Pakistan

Philippines
Sri Lanka

Taiwan
Thailand

Europe/Mid-East/
Africa

Czech Republic
Egypt

Hungary
Israel

Jordan
Morocco
Poland
Russia

South Africa
Turkey

Latin
America

Argentina

Brazil

Chile

Colombia

Mexico

Peru

Venezuela
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GDP – 2006 ($b)

USA: $13,254

EU-15: $13,707

Avg: $401
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GDP per capita – 2006 ($)

USA: $44,268
EU-15: $35,340

Avg: $6,177
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GDP per capita – 2006 ($, PPP)

USA: $44,268

EU-15: $31,780

Avg: $11,223
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GDP Annual Growth – 1997-2006

USA: 3.2%

EU-15: 2.2%

Avg: 4.0%

Javier
Estrada

IESE
Business
School

Barcelona,
Spain

HANKEN
Helsinki,
Finland

Nov/5/07

EMI – Weights by Region

Asia

Latin
America

53.1%

28.6%
18.3%

Europe
Mideast
Africa
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EMI – Weights by Country

KOR - ... - BRA: 54%
KOR - ... - MAL: 78%
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Mean Returns (AM)

Avg: 26.0%

WOR: 10.6%

EMI: 19.7%
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Mean Returns (GM)

Avg: 14.0%

WOR: 9.3%

EMI: 15.2%$100(1.152)19 = $1,477
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2006 Best & Worst

82.9% 79.5% 74.8%

–4.9% –7.0%
–30.9%

WOR: 21.5%

EMI: 32.6%
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Total Risk (SD)

Avg: 37.8%

WOR: 14.0%

EMI: 22.8%
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Systematic Risk (Rho, 2002-06)

Avg: 0.48

EMI: 0.86
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EMI – Returns by Year

Avg: 19.7%
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EMI - Performance

$100 → $1,477 (GM: 15.2%)
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EMI – Regional Performance

EMI: $1,477 (GM: 15.2%)

EMI-Europe: $1,090 (GM: 13.4%)

EMI-Asia: $542 (GM: 9.3%)

EMI-LatAm: $5,528 (GM: 23.5%)
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EMI v. USA

USA: $900 (GM: 12.3%)

EMI: $1,477 (GM: 15.2%)
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EMI v. EUR

EUR: $877 (GM: 12.1%)

EMI: $1,477 (GM: 15.2%)
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‘Optimal’ Diversification

EMI-EW: 27.8%

EMI: 19.7%
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‘Optimal’ Diversification

EMI-EW: $5,028 (GM: 22.9%)

EMI: $1,477 (GM: 15.2%)

SDEMI-EW: 20.0%

SDEMI: 22.8%
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Systematic Risk (Rho v. Spain)

Avg: 0.35

EMI: 0.65

EM-LatAm: 0.67

1997-2006
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Diversification Gains (1997-2006)

SPA

EGY

(19.1% , 24.0%)

(21.5% , 29.6%)

40.6%

18.4%

21.5% 34.7%

Correlation = 0.11

Annual Diversification Gain = 11.1%
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EMBI+ – Returns by Year

Avg: 12.6%
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EMBI+ – Performance

$100 → $407 (GM: 11.4%)
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EMBI+ – Spreads

173

1136
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Trailing P/Es

USA: 18

EMI: 15

EUR: 16

WOR: 17

Avg: 18

Emerging Markets:
1988-2006

Javier Estrada
IESE Business School – Barcelona

Questions?
Comments?


