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As emerging markets have grown in size and importance, emerging market equities have 
become a core part of many portfolio allocations.  In addition, the increased divers ity and 
liquidity of emerging equity markets have also made strategies commonly used to 
manage developed market portfolios (such as tactical allocations across regions and size 
segments) much more accessible to emerging market investors.   
 
Despite these trends, the use of more complex asset allocation strategies within 
emerging market equities remains extremely limited as the vast majority of investors 
continue to gain exposure to this asset class either via index-linked products that track 
traditional benchmarks or through active managers with mandates closely tied to those 
benchmarks.  While accessing emerging markets through a single holding linked to a 
conventional benchmark is an effective, low-cost way to obtain unbiased exposure to this 
asset class, evidence indicates that utilizing a more discerning approach to manage 
emerging markets portfolios may potentially add value in the same ways it can in the U.S. 
and other developed markets. 
 

While most emerging market benchmarks tend to be highly correlated, there are 
methodological differences that can result in substantive performance differentials over 
time.  Therefore, it is very important to understand how emerging market benchmarks are 
constructed.  For example, in the trailing 10-year period ending September 30, 2012, the 
S&P Emerging BMI gained 423% on a cumulative total return basis, while the MSCI 
Emerging Markets Index gained a comparatively small 396%, for the same time period.  
Analysis shows that the difference in performance was driven by two main factors.  First, 
the MSCI Emerging Markets Index has an approximate weight of 15% to South Korea, 
while South Korea has been ineligible for the S&P Emerging BMI since 2001 when it was 
reclassified as a developed market.  Over this time period, South Korea has 
underperformed all emerging markets except Taiwan and Hungary.  Secondly, the S&P 
Emerging BMI Index has significantly broader coverage including large-, mid- and small-
caps, while MSCI Emerging Markets includes only large- and mid-cap stocks.  Over this 
period, the S&P Emerging SmallCap outperformed the S&P Emerging LargeMidCap by 
more than 122%. 
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Exhibit 1:  S&P Emerging BMI Has Outperformed MSCI EM Over Time  

 
Source: S&P Dow Jones Indices, MSCI. Data from September 30, 2002 through September 30, 2012. Charts 
are provided for i l lustrative purposes.  Past performance is no guarantee of future results.  

 

The exclusion of small-caps from the MSCI Emerging Markets Index raises an important 

issue.  Since many investors access emerging markets via an index-linked product 

tracking this index or through active managers whose mandates are closely tied to this 

benchmark, many investors, perhaps inadvertently, may not have exposure to emerging 

market small-caps.  Importantly, emerging market small-caps have investment 

characteristics distinct from their large- and mid-cap counterparts (apart from their 

smaller size). 

As illustrated in Exhibit 2, large- and mid-cap stocks are concentrated in financials and 

export-oriented sectors, such as energy and materials, which tend to be largely driven by 

global market forces.  On the other hand, emerging market small-caps have higher 

weightings in consumer discretionary, consumer staples, health care and utilities, which 

are more closely associated with domestic economic activity. 

Exhibit 2:  Comparative Sector Weights for S&P Emerging SmallCap and S&P Emerging 

LargeMidCap 

 

Source: S&P Dow Jones Indices. Data as of September 30, 2012. Charts are provided for i l lustrative purposes.   
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Emerging market small-caps have performed well over the long-term, and while highly 

correlated to them, have exhibited significant performance differentiation from large- and 

mid-caps.  Over the past 10 years, the S&P Emerging SmallCap Index has returned an 

annualized 20.2%, outpacing the 17.6% CAGR (Compound Annual Growth Rate) of the 

S&P Emerging LargeMidCap Index at a modestly higher level of volatility (10-year 

annualized standard deviation of 26% vs. 24%).  Performance since the end of the 

financial crisis has been particularly distinct.  In fact, since the beginning of March 2009, 

the S&P Emerging SmallCap Index has gained a cumulative return of 162%, far 

outpacing the 112% cumulative total return for the S&P Emerging LargeMidCap Index.  

This has been at least partially reflective of the sector differences across the size ranges, 

as consumer staples and discretionary have been sector leaders, while energy has 

lagged during the recovery. 

Exhibit 3:  Outperformance of Emerging Market Small-Caps 

 

Source: S&P Dow Jones Indices. Data from September 30, 2002 through September 30, 2012. Charts are 

provided for i l lustrative purposes.  Past performance is no guarantee of future results.  

Although performance differentials between size ranges are, to some extent, driven by 

differences in sector and geographic allocations, there is compelling evidence of a small -

cap premium in emerging markets.  Over the past 10 years, small-caps have 

outperformed large- and mid-caps across all major regions and across seven of ten 

sectors as depicted in Exhibits 4 and 5.  
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Exhibit 4:  Small-Cap Outperformance Across Emerging Market Regions

 
Source: S&P Dow Jones Indices. Data as of September 30, 2012. Charts are provided for i l lustrative purposes.  

Past performance is no guarantee of future results. 

 
Exhibit 5:  Small-Cap Outperformance Across Emerging Market Sectors 

Source: S&P Dow Jones Indices. Data as of September 30, 2012. Charts are provided for i l lustrative purposes.  

Past performance is no guarantee of future results. 

 
Although emerging markets tend to be viewed as a single asset class, there are 

enormous differences across countries and regions.  Emerging markets vary greatly in 

their level of economic development, their level of political risk, the types of companies 

that drive their economies and many other important factors.   

One way of taking a more tactical approach to emerging market investing is to view 

emerging markets by regional groupings.  As illustrated in Exhibit 6, sector weights vary 

widely across emerging market regions.  For example, the Asia-Pacific region has 

significant exposure to information technology, a sector that has virtually no 

representation in other emerging market regions.  On the other hand, Latin America and 
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Emerging Europe have much higher weightings to energy and materials as these regions 

are home to natural resource rich countries such as Russia and Brazil.    

Exhibit 6: Regional Emerging Market Sector Weights 

Sector 
Asia Latin 

 Europe 
Middle-East 

Pacific America & Africa 

Consumer Discretionary 7.9% 6.5% 2.3% 16.4% 

Consumer Staples 7.4% 16.0% 5.2% 8.1% 

Energy 9.7% 11.9% 38.0% 7.3% 

Financials 27.1% 23.1% 23.6% 29.3% 

Health Care 2.4% 1.2% 1.0% 4.2% 

Industrials 7.4% 7.5% 3.3% 6.4% 

Information Technology 19.3% 1.8% 1.0% 0.5% 

Materials 8.4% 17.5% 11.9% 16.8% 

Telecommunication Services 7.5% 8.6% 8.2% 11.0% 

Util ities 2.8% 5.9% 5.5% 0.0% 

Source: S&P Dow Jones Indices. Data as of September 30, 2012. Charts are provided for i l lustrative purposes.   
 

These differences tend to translate into large variances in stock market performance 

across regions.  As illustrated in Exhibit 7, performance has varied widely across 

emerging market regions over both the short and long term.  Year-to-date through 

September 30, 2012, the S&P European Emerging BMI has gained nearly 17%, far 

outpacing the 6.3% return of the S&P Latin America BMI.  Likewise, over the trailing 10-

year period, the S&P Latin America BMI has gained an impressive 26% per annum, 

significantly outperforming the Asia-Pacific (14.8%) and European Emerging (15.6%) 

regions.   

Exhibit 7a:  Emerging Market Regional Performance Differentials  

Region YTD 3-Year 5-Year 10-Year 

Asia Pacific 14.3% 5.7% -1.1% 14.8% 

Europe 16.9% 5.6% -6.3% 15.6% 

Latin America 6.3% 4.2% 1.4% 26.0% 

Mid-East & Africa 13.9% 10.1% 4.7% 20.2% 

Difference Between Best and Worst 

Performer 
10.6% 5.9% 11.0% 11.3% 

Exhibit 7b:  Developed Market Regional Performance Differentials 

Region YTD 3-Year 5-Year 10-Year 

Asia Pacific 9.1% 4.1% -3.0% 8.3% 

Europe 12.8% 3.0% -4.9% 10.0% 

North America 15.5% 12.9% 1.4% 9.1% 

Difference Between Best and Worst 

Performer 
6.3% 9.9% 6.3% 1.7% 

Source: S&P Dow Jones Indices. Data as of September 30, 2012. Charts are provided for i l lustrative purposes.  

Past performance is no guarantee of future results. 

Although it is difficult to predict in advance which regions will outperform, the high 

variation in performance across countries provides compelling evidence that significant 

alpha generation is possible by implementing a tactical asset allocation strategy based on 

geography within the emerging markets.  In fact, as illustrated in Exhibit 7, performance 
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differentials between the best and worst performing regions have been significantly larger 

in most periods (particularly over the long term) in emerging markets than in developed 

markets. 

 
Traditional market capitalization weighted emerging market benchmarks, like the MSCI 

Emerging Markets Index, are heavily concentrated in relatively mature economies, such 

as South Korea and Taiwan, which may be less likely to achieve the fast-paced growth 

typical of emerging economies.  Likewise, they are dominated by financials and export-

oriented sectors, such as energy and materials, which tend to be driven by global market 

forces and have relatively little exposure to consumer-oriented sectors that are more 

likely to benefit from domestic emerging market demand.   These factors have led some 

to question whether investments closely tied to traditional capitalization-weighted 

benchmarks are the best way to gain exposure to the growth of emerging markets.  

To counteract these perceived limitations, some investors have implemented more 

complex asset allocation strategies by overweighting less mature emerging markets and 

by adding exposures focused on consumer-oriented sectors to increase exposure to local 

economic demand.  However, another option is to simply re-evaluate the core holding.  

The S&P Emerging Markets Core Index, introduced in October 2012, was specifically 

designed to reduce exposure to more advanced economies and increase sector and 

industry diversification while being broadly representative of emerging market equities.    

Exhibit 8: Comparative Country Weights  

Country 
S&P MSCI 

 Difference 
EM Core EM 

India 15.5% 7.0% 8.5% 

China 15.2% 16.7% -1.5% 

South Africa 14.9% 7.9% 7.0% 

Brazil 9.7% 12.6% -2.9% 

Russia 8.5% 6.1% 2.4% 

Mexico 7.6% 5.0% 2.6% 

Malaysia 7.5% 3.6% 3.9% 

Chile 7.5% 1.8% 5.7% 

Indonesia 3.7% 2.7% 1.0% 

Turkey 2.4% 1.7% 0.7% 

Others 7.3% 8.3% -1.0% 

S. Korea 0.0% 15.5% -15.5% 

Taiwan 0.0% 11.1% -11.1% 

Source: S&P Dow Jones Indices, MSCI. Data as of September 30, 2012. Charts are provided for i l lustrative 

purposes.   
 

The S&P Emerging Markets Core Index excludes securities from South Korea and 

Taiwan and caps individual country weights at 15%.  As illustrated in Exhibit 8, this 

results in eliminating or reducing exposure to larger, more advanced markets, while 

significantly increasing exposure to smaller, less developed markets such as South 

Africa, Mexico, Malaysia and Chile. 
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Exhibit 9: Comparative Sector Weights  

 

Source: S&P Dow Jones Indices, MSCI. Data as of September 30, 2012. Charts are provided for i l lustrative 

purposes.  Past performance is no guarantee of future results.   This chart may reflect hypothetical historical 

performance. Please see the Performance Disclosure at the end of this document for more information 

regarding the inherent l imitations associated with back-tested performance. 

Stock selection for the S&P Emerging Markets Core Index is performed by selecting the 

largest stocks, by float-adjusted market capitalization, across all 24 GICS® industry 

groups.  The constituents are then equally-weighted (subject to the aforementioned 15% 

country cap).  The result is an index portfolio that is diversified by sector and industry.  As 

shown in Exhibit 9, 63% of the weight of the MSCI Emerging Markets Index is 

concentrated in financials, information technology, energy and materials – four sectors 

that tend to be driven by global market forces and developed market demand.  On the 

other hand, these sectors hold a combined weight of just 37% in the S&P Emerging 

Markets Core Index.  Likewise, consumer staples and consumer discretionary comprise 

less than 17% of the MSCI Emerging Markets Index, but are more than 35% of the 

weight of the S&P Emerging Markets Core Index.   

Exhibit 10: S&P Emerging Markets Core Outperforms 

 

Source: S&P Dow Jones Indices; MSCI. Data from December 31, 2005 through September 30, 2012. Charts 

are provided for i l lustrative purposes.  Past performance is no guarantee of future results.   This chart may 

reflect hypothetical historical performance. Please see the Performance Disclosure at the end of this document 

for more information regarding the inherent l imitations associated with back-tested performance. 
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Greater exposure to less advanced economies and to more domestically oriented sectors 

has driven the S&P Emerging Markets Core Index to significantly outperform 

capitalization-weighted benchmarks in recent years (see Exhibit 10).  In fact, since 

December 31, 2005, the index has amassed a cumulative total return of nearly 111%, 

outpacing the MSCI Emerging Markets Index by more than 40%, at a similar level of 

volatility (annualized standard deviation of 27.7% versus 27.0%). 

The tremendous growth and development of emerging markets has expanded the 

opportunity set available to investors.  Although index innovation and associated product 

development have encouraged some members of the investment community to look 

deeper at opportunities within the emerging markets, the vast majority of assets remain 

linked directly to index-based products tracking traditional benchmarks.  Evidence 

indicates that taking a more discerning approach to emerging markets investing has the 

potential to add value. 

Exhibit 4: Investment Products Linked to S&P 500 Volatility-Controlled Equity Indices 

Underlying Index Product Name Ticker 

S&P Emerging BMI SPDR S&P Emerging Markets ETF GMM 

S&P Emerging Markets Core Index 
EGShares Emerging Markets Core 

ETF 
EMCR 

S&P Asia Pacif ic Emerging BMI 
SPDR S&P Emerging Asia Pacif ic 
ETF 

GMF 

S&P European Emerging BMI SPDR S&P Emerging Europe ETF GUR 

S&P Latin America BMI 
SPDR S&P Emerging Latin America 

ETF 
GML 

S&P Mid-East and Africa BMI 
SPDR S&P Emerging Middle East & 

Africa ETF 
GAF 

S&P China BMI SPDR S&P China ETF GXC 

S&P Russia BMI Capped SPDR S&P Russia ETF RBL 

S&P Emerging < $2bn 
SPDR S&P Emerging Markets Small 

Cap ETF 
EWX 

S&P Asia Pacif ic Emerging < $2bn Small Cap Emerging Asia Pacif ic ETF GMFS 

S&P Dow Jones Indices does not sponsor, promote or endorse any investment product l inked to any of our 
indices.  The above is a complete list of all products that are currently l inked to the indices discussed in this 

report.   

 
 
 
 
 
 
 
 

 

 

 

 

 

 

 

 
Since December 31, 2005, the 
S&P Emerging Markets Core 

Index has amassed a cumulative 
total return of nearly 111%, 
outpacing the MSCI Emerging 
Markets Index by more than 
40%, at a similar level of 

volatility.  

http://www.facebook.com/pages/SP-Indices/161630018534?elq=
https://www.linkedin.com/uas/login?goback=.gdr_1259059115835_1&session_redirect=http://www.linkedin.com/postLogin?session_rikey=rLaaLR28RaSRYAwJWcaiXWCP1xpTLO9wYjhCBw_z4qt7Z9RXJg_N_b5lp1Ob1fDwkz2IB7JYneyjPuJnjGdeMM0EphR7XjgF9n2&l=http://www.linkedin.com/groups?trk=anetsrch_name&gid=2426754&goback=.gdr_1259059115835_1&id=0&b=299ed643-eebc-471c-80f4-c4d6f5a22ac5&h=-pi2&m=GET
http://www.spindices.com/rss
http://www.facebook.com/pages/SP-Indices/161630018534?elq=
https://www.linkedin.com/uas/login?goback=.gdr_1259059115835_1&session_redirect=http://www.linkedin.com/postLogin?session_rikey=rLaaLR28RaSRYAwJWcaiXWCP1xpTLO9wYjhCBw_z4qt7Z9RXJg_N_b5lp1Ob1fDwkz2IB7JYneyjPuJnjGdeMM0EphR7XjgF9n2&l=http://www.linkedin.com/groups?trk=anetsrch_name&gid=2426754&goback=.gdr_1259059115835_1&id=0&b=299ed643-eebc-471c-80f4-c4d6f5a22ac5&h=-pi2&m=GET
http://www.spindices.com/rss
http://www.facebook.com/pages/SP-Indices/161630018534?elq=
https://www.linkedin.com/uas/login?goback=.gdr_1259059115835_1&session_redirect=http://www.linkedin.com/postLogin?session_rikey=rLaaLR28RaSRYAwJWcaiXWCP1xpTLO9wYjhCBw_z4qt7Z9RXJg_N_b5lp1Ob1fDwkz2IB7JYneyjPuJnjGdeMM0EphR7XjgF9n2&l=http://www.linkedin.com/groups?trk=anetsrch_name&gid=2426754&goback=.gdr_1259059115835_1&id=0&b=299ed643-eebc-471c-80f4-c4d6f5a22ac5&h=-pi2&m=GET
http://www.spindices.com/rss


Practice Essentials | Looking Beyond Traditional Benchmarks to Add Value in Emerging Markets 
 

 

McGraw-Hill  
 

 

9 November 2012 

 

Performance Disclosure 
 

The inception date of the S&P Emerging Markets Core Index was October 8, 2012, at the market close.  All information presented prior to the index 
inception date is back-tested.  The back-test calculations are based on the same methodology that was in effect when the index was officially 

launched.  Complete index methodology details are available at www.spdji.com/spindices. 
 

Past performance is not an indication of future results.  Prospective application of the methodology used to construct the S&P Emerging Markets 
Core Index may not result in performance commensurate with the back-test returns shown.  The back-test period does not necessarily correspond 

to the entire available history of the index.  Please refer to the methodology paper for the index, available at www.spdji.com or www.spindices.com 
for more details about the index, including the manner in which it is rebalanced, the timing of such rebalancing, criteria fo r additions and deletions, 

as well as all index calculations.  It is not possible to invest directly in an Index.  
 

Another l imitation of back-tested hypothetical information is that generally the back-tested calculation is prepared with the benefit of hindsight.  
Back-tested data reflect the application of the index methodology and selection of index constituents in hindsig ht.  No hypothetical record can 

completely account for the impact of financial risk in actual trading.  For example, there are numerous factors related to th e equities (or fixed 
income, or commodities) markets in general which cannot be, and have not been accounted for in the preparation of the index information set forth, 

all of which can affect actual performance. 
 

The index returns shown do not represent the results of actual trading of investor assets.  S&P/Dow Jones Indices LLC maintai ns the indices and 
calculates the index levels and performance shown or discussed, but does not manage actual assets.  Index returns do not refl ect payment of any 

sales charges or fees an investor would pay to purchase the securities they represent.  The imposition of these fees and charges would cause 
actual and back-tested performance to be lower than the performance shown.  In a simple example, if an index returned 10% on a US $100,000 

investment for a 12-month period (or US$ 10,000) and an actual asset-based fee of 1.5% were imposed at the end of the period on the investment 
plus accrued interest (or US$ 1,650), the net return would be 8.35% (or US$ 8,350) for the year.  Over 3 years, an annual 1.5 % fee taken at year 

end with an assumed 10% return per year would result i n a cumulative gross return of 33.10%, a total fee of US$ 5,375, and a cumulative net 
return of 27.2% (or US$ 27,200). 
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Disclaimer 
 

Copyright © 2012 by S&P Dow Jones Indices LLC, a subsidiary of The McGraw-Hill Companies.  All rights reserved.  STANDARD & POOR’S, 
S&P, and S&P 500 are registered trademarks of Standard & Poor’s Financial Services LLC.  Dow Jones is a registered trademark of Dow Jones 

Trademark Holdings LLC (“Dow Jones”). Redistribution, reproduction and/or photocopying in whole or in part is prohibited without written 
permission. This document does not constitute an offer of services in jurisdictions where S&P  Dow Jones Indices LLC, Dow Jones, S&P or their 

respective affi l iates, parents, subsidiaries, directors, officers, shareholders, employees or agents (collectively “S&P Dow Jones Indices”) do not 
have the necessary licenses.  All information provided by S&P Dow Jones Indices is impersonal and not tailored to the needs of any person, entity 

or group of persons.  S&P Dow Jones Indices receives compensation in connection with licensing its indices to third parties.    Any returns or 
performance provided within are for i l lustrative purposes only and do not demonstrate actual performance.   Past performance is not a guarantee of 

future investment results. 
 

It is not possible to invest directly in an index.  Exposure to an asset class represented by an index is available through investable instruments 
based on that index.  S&P Dow Jones Indices does not sponsor, endorse, sell, promote or manage any investment fund or other vehicle that is 

offered by third parties and that seeks to provide an investment return based on the returns of any S&P Dow Jones Indices ind ex.  There is no 
assurance that investment products based on the index will accurately track index performance or provide positive investment returns.   S&P Dow 

Jones Indices is not an investment advisor, and S&P Dow Jones Indices makes no representation regarding the advisability of i nvesting in any 
such investment fund or other vehicle.  A decision to invest in any such investment fund or other vehicle should not be made in reliance on any of 

the statements set forth in this document.  Prospective investors are advised to make an investment in any such fund  or other vehicle only after 
carefully considering the risks associated with investing in such funds, as detailed in an offering memorandum or similar doc ument that is prepared 

by or on behalf of the issuer of the investment fund or other vehicle.   Inclusion of a security within an index is not a recommendation by S&P Dow 
Jones Indices to buy, sell, or hold such security, nor is it considered to be investment advice.  Closing prices for S&P US b enchmark indices and 

Dow Jones US benchmark indices are calculated by S&P Dow Jones Indices based on the closing price of the individual constituents of the Index 
as set by their primary exchange (i.e., NYSE, NASDAQ, NYSE AMEX).  Closing prices are received by S&P Dow Jones Indices from one of its 

vendors and verified by comparing them with prices from an alternative vendor. The vendors receive the closing price from the primary exchanges.  
Real-time intraday prices are calculated similarly without a second verification.   

 
These materials have been prepared solely for informational purposes based upon information generally available to the public from sources 

believed to be reliable.  No content (including ratings, credit-related analyses and data, model, software or other application or output therefrom) or 
any part thereof (Content) may be modified, reverse engineered, reproduced or distributed in any form by any means, or stored in a data base or 

retrieval system, without the prior written permission of S&P Dow Jones Indices.  The Content shall not be used for any unl awful or unauthorized 
purposes. S&P Dow Jones Indices and any third-party providers (collectively S&P Dow Jones Indices Parties) do not guarantee the accuracy, 

completeness, timeliness or availability of the Content.  S&P Dow Jones Indices Parties are not responsible for any errors or omissions, regardless 
of the cause, for the results obtained from the use of the Content, or for the security or maintenance of any data input by t he user.  The Content is 

provided on an “as is” basis. S&P DOW JONES INDICES PARTIES DISCLAIM ANY AND ALL EXPRESS OR IMPLIED WARRANTIES, 
INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, 

FREEDOM FROM BUGS, SOFTWARE ERRORS OR DEFECTS, THAT THE CONTENT’S FUNCTIONING WILL BE UNINTERRUPTED OR THAT 
THE CONTENT WILL OPERATE WITH ANY SOFTWARE OR HARDWARE CONFIGURATION.  In no event shall S&P Dow Jones Indices Parties 
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