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MONEY MATTERS

TIME TO PILE INTO EMERGING MARKETS?

In the search for good investment returns emerging markets are often in the limelight. For those not too familiar with the terms perhaps I should start with a few definitions:
Developed Markets: these include markets that have been active for a very long time, in some cases over a century. They are generally considered to include the biggest of them all, the US market, together with the UK, Europe, Japan and Australia.

Emerging Markets: Basically much of Asia except Japan (although Hong Kong and Singapore are now closer to the developed category), Latin America, South Africa, Eastern Europe and parts of the Middle East. Indonesia is one of the many Asian markets included.
Frontier Markets: This would include countries that have not yet made it into the ‘emerging’ category such as Turkey, Mongolia, Iraq and many others. This is not an area recommended for the average investor although individual countries have the potential to surprise in the much longer term.
What attracts investors to emerging markets? The obvious answer is the potential for much higher returns than can be expected in developed markets. Are the high returns real? Yes they are, but not at all times! According to figures sourced from Bloomberg the return from emerging markets was 78.5% in 2009. It was also in excess of 18% in 2010 and 2012, and a healthy 11% in 2016. 
The downside
But the same markets were negative in five out of the past nine years. The worst year being  – 53% in 2008. That was a difficult pill to swallow, but they weren’t alone that year; even developed markets fell by 40% and commodities by 41%. Even the ‘safe haven’ of global property fell by 48% as global credit dried up. 
Emerging markets lost money in three out of the past four years. Small investors find three years of losses hard to bear and are often tempted to ‘abandon ship’ and find safer shores for their money. A big mistake of course as the longer an asset class is down the greater the likelihood of a good bounce-back. 

Looking at a chart of the nine main asset classes over the past nine years it is interesting to see that emerging markets have either been close to the top or close to the bottom. They are never in the middle! This is an important factor to take into account when investing. It also makes emerging markets an attractive option for regular savings plans as you can profit from the volatility through cost averaging. By that I mean for the same amount of money going in regularly you automatically pick up more units or shares when prices are low, and fewer when high. But staying the course is important; the time to cash in is when they are high, not low.

How big are emerging markets?

Although they receive a lot of investor and media attention the fact is they are very, very small in comparison with their developed market counterparts. How small? Well if you owned the big financial firm Goldman Sachs and sold all your shares you could buy up the entire Indonesian stock market with the proceeds.
In the same vein and taking figures from Merrill Lynch and Bloomberg:

· IBM would equate to the entire Mexican market

· Proctor and Gamble would equate to the entire Russian market

· Google would equate to the Brazilian market

· Starbucks would equate to the Turkish market

· Burger King would equate to the Egyptian market. 

In short, a handful of the world’s largest companies are worth more than all the emerging market listed companies put together.

So why invest in emerging markets if they are so small?

There are good reasons:

· Portfolio diversification

· Emerging markets are growing faster than developed ones

· Companies are less well researched 
· Potential for high returns every few years

· Developing countries have younger populations and faster growth

· Right now valuations in emerging markets are much more attractive than developing ones, some of which have become overpriced.

But are they right for you?

If you are close to retirement you need to be invested in assets that are not too volatile and which generate a steady income. This is not the case with emerging markets where you are likely to see wild variations in performance. You could reserve a small place for them in a corner of your portfolio provided you have ample income from the main part of the portfolio and can resist the temptation to dump them if you have several years of poor performance as we saw from 2013 to 2015.

If on the other hand, you have a long term investment perspective then a modest allocation can periodically give a boost to the portfolio’s performance. But the allocation should not exceed 10% - 15% and should be rebalanced if it falls outside that range either through gains or losses.
Perhaps the best way of all to access the asset class, and the same thing applies to commodities, Is to allocate part of a savings plan to it as described earlier. Then you can actually smile when prices fall as you will be effectively picking up units at a discount. 
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