Emerging Markets-What You Need to Know
Steven Podnos MD CFP®

What are emerging markets?  When used for stock and bond investments, the term refers to countries that are not yet developed in a full Western sense, but that are growing towards that goal.  In the current scene, emerging markets include much of Asia (except Japan, and maybe Korea), some South America nations, the countries of the Middle East,  Eastern Europe, and even some of Africa.

The best known of the Emerging markets are the “BRIC” nations-Brazil, Russia, India and China.  These four nations are the focus of much of the press and investing interest when emerging markets are considered.  There is an exchange traded fund that invests only in these four markets:


Alternatively, one can invest in a broader group of “emerging markets” with both mutual funds and exchanged traded funds:
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In either case, you can see that an investment in some emerging markets has been very rewarding over the last several years.

In the past, emerging markets have often been characterized as “risky”, with a higher volatility than is seen in developed markets.  The crisis in Asian currencies in 1998 was the last major bear market in these stocks, and much has changed in the decade since.  Many of the Southeastern Asian nations were debtor nations at that time, struggling to keep their currencies tied to the dollar.  Now, many of these countries have large trade surpluses, much healthier economies, and a currency that is trying to appreciate against the dollar.

Emerging markets investments should be part of any long term portfolio, but I’m often asked about the BRIC countries specifically.  I tend to recommend a broader investment in emerging markets, as I have some specific concerns about some of the BRIC nations.

Brazil seems to be well on the path to industrialization, but its market has doubled in price over the last two years.  It is a democracy with strong roots in agriculture, a sector that has a bright future.

Russia is slowly emerging from the depths of economic collapse after the fall of the Iron curtain.  It’s economy is driven by energy exports.  I’m not comfortable investing there as the government has nationalized energy projects-stealing from shareholders-on more than one occasion lately.  

India holds much promise-a democracy with almost 1.3 billion people, many of whom speak English.  India has cast off its socialistic bent in the last decade, and a new emerging middle class of service workers is rapidly entering the middle class.  However, India’s economy suffers from a markedly bureaucratic government, a terrible infrastructure , and much social fragmentation-including its caste system.  It’s recent torrid increase in stock prices makes me nervous.
China is also rapidly industrializing.  China is taking the manufacturing road towards development, lacking the English speaking population to rapidly develop a globally acceptable service economy.  However, the Chinese are hard workers, and the government has allowed a “wide open” capitalism as long as political discourse is kept to a minimum.  China appears to have a better approach towards development than does India.  However, the opaque nature of the Chinese economy (all figures are released by a sclerotic communist government) makes it impossible to value investments there (in my opinion).  It is clearly not a free and open market, and this keeps me away.

I recommend that every long term investor have an allocation to emerging markets in their portfolio.  I favor low cost and highly diversified products to accomplish this goal, and would recommend that you research low cost index funds and exchange traded funds that exist for such investments.
