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•• Emerging markets equities continue to trade below the
long-term average discount to developed markets.

that discount averages closer to 21%. Although there
are many reasons why one equity class may trade at a
discount, this paper will focus on whether differences

•• MSCI’s EM index sector composition has shifted
significantly over the long-term.

in sector weights between emerging and developed
markets justify these discounts or whether this may be
an opportunity for investors.

•• We find that sector composition contributes only
minimally to EM’s current discounted valuation relative
to developed markets.

JUST HOW CHEAP?

In our September 2016 Perspectives, “Emerging Markets:
Still a Buy of a Missed Opportunity?”, we made the case
that emerging equity markets, even after their rally of
early last year, were trading at deep discounts on most
valuation measures relative to U.S. and other developed
market equities. Since then, emerging markets have
continued to outperform most other equity regions—yet
still trade at considerable discounts, as shown in Table 1.
For example, since 1995, the discount between emerging
and developed market stocks has averaged 16%. Today

To highlight the extent of the discounts on emerging
equities, Table 1 shows some common valuation
measures for the MSCI Emerging Markets (EM) and
World indices, the latter being based on developed equity
markets. In addition, current and historic discounts for
the emerging markets are shown. On average, emerging
equities are currently trading below their long-term
historic discounts, at -21% versus -16%. It is worth noting
that this is near twice the -11% discount seen over the
last 10 years.

TABLE 1
MSCI valuations and discounts
Price /
Earnings

Price /
Book

Price /
Cash Earnings

Dividend
Yield

Average

Emerging Markets

15.2

1.7

9.3

2.4

--

World

21.7

2.3

12.3

2.4

--

Current

-30%

-28%

-25%

-1%

-21%

10- Year Average

-21%

-10%

-14%

0%

-11%

Long-term Average

-26%

-27%

-22%

10%

-16%

June 2017

EM Valuation Discounts

Sources: MSCI Emerging Markets Index, MSCI World Index. For illustrative purposes only. Past results are not indicative of future results. Investors have the
opportunity for loss as well as profits. Index Source: MSCI. Copyright MSCI 2017. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI.
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Examining valuations through time, Chart 1 plots the
price/earnings for emerging and developed equity indices
from December 1995 through the current period. During
the early years, emerging equities traded at considerable
discounts except during the Asian crisis in the late 1990s
when earnings for many emerging companies fell relative

to their price, temporarily inflating valuations. Since
that time, the valuation gap gradually closed until 2009,
when emerging equities traded near par with developed
markets. However, in the most recent years, the discount
gap has again widened.

CHART 1
Price/Earnings valuation history for MSCI World and Emerging Markets indices, December 1995 to June 2017

 MSCI EM
 MSCI World

P/E

50

40

30

20

10

0
Dec-95

Dec-00

Dec-05

Dec-10

Dec-15

Sources: MSCI Emerging Markets Index, MSCI World Index. For illustrative purposes only. Past results are not indicative of future results. Investors have the
opportunity for loss as well as profits. Index Source: MSCI. Copyright MSCI 2017. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI.

WHICH SECTORS DOMINATE
EMERGING MARKETS?
Many investors view emerging economies as primarily
commodity oriented. Commodity stocks, such as energy
and materials, typically trade at lower valuation multiples
so emerging markets should justifiably be cheaper.
Although this may be a compelling argument, it has little
empirical support, at least in recent years. Chart 2 shows
the changing composition of key sectors for the MSCI
EM index since 1994. Although materials was the largest

sector within the index in 1994 and again briefly so in
late 2002, it has since been eclipsed by financials and
more recently information technology (IT). The weight of
energy has generally tracked oil prices, peaking in 2008
and declining since. Today financials and information
technology dominate, totaling more than half of the
index. In 1994, IT was less than 2% of the index.
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CHART 2
MSCI EM index sector weights, December 1994 through June 2017
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Sources: MSCI Emerging Markets Index. For illustrative purposes only. Past results are not indicative of future results. Investors have the opportunity for loss
as well as profits. Index Source: MSCI. Copyright MSCI 2017. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI.

SECTOR DIFFERENCES AND
DO THEY MATTER?
Tables 2A and 2B address two questions: How different
are sector weights between the EM and World indices
and how much do they contribute to their valuation
differences? As Table 2A shows, the sector composition
of the MSCI EM index is not all that different than that
of the World index. The two most notable differences

are in health care and information technology, with the
former being relatively under-developed within emerging
markets and the latter being its largest single sector,
containing some of the world’s biggest companies such
as Samsung and Alibaba.

TABLE 2A
MSCI sector weights, June 2017

Information Technology

World

EM

EM - World
Active
Weight

15.6%

26.6%

11.0%

Energy

6.0%

6.5%

0.5%

Consumer Discretionary

12.3%

10.6%

-1.7%

Utilities

3.2%

2.6%

-0.6%

Real Estate

3.2%

2.7%

-0.5%

Industrials

11.5%

5.7%

-5.8%

Materials

4.9%

7.1%

2.2%

Consumer Staples

9.7%

6.8%

-2.9%

Telecom Service

3.0%

5.4%

2.4%

Health Care

12.6%

2.4%

-10.2%

Financials

18.0%

23.6%

5.6%

Sources: MSCI Emerging Markets Index, MSCI World Index. For illustrative purposes only. Past results are not indicative of future results. Investors have the
opportunity for loss as well as profits. Index Source: MSCI. Copyright MSCI 2017. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI.
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TABLE 2B
MSCI sector weights, June 2017
EM - World
Weight

World
P/E

Marginal
Contribution to
EM Index P/E

Information Technology

11.0%

24.2

0.25

Energy

0.5%

90.3 *

0.08

Consumer Discretionary

-1.7%

19.2

0.05

Utilities

-0.6%

19.0

0.02

Real Estate

-0.5%

21.0

0.00

Industrials

-5.8%

22.0

-0.02

Materials

2.2%

20.5

-0.03

Consumer Staples

-2.9%

24.1

-0.06

Telecom Service

2.4%

17.1

-0.14

-10.2%

25.8

-0.35

5.6%

15.5

-0.48

Health Care
Financials
Total Impact on EM Index P/E

-0.67

Sources: MSCI Emerging Markets Index, MSCI World Index. For illustrative purposes only. Past results are not indicative of future results. Investors have the
opportunity for loss as well as profits. Index Source: MSCI. Copyright MSCI 2017. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI.
*The price/earnings on the MSCI World energy sector is quite elevated due to low current earnings. Since prices have not been driven commensurately lower,
the expectation appears to be for better earnings in the future. The difference in the energy sector weights between the EM and World indices is very small,
so this high P/E will have minimal impact on this analysis.

Table 2B again shows sector weight differences but adds
the price/earnings ratios of the companies in the World
index for that sector. The final column on the right shows
the marginal contributions that differences in sector
weights should have on the final P/E of the MSCI EM
index relative to the MSCI World index (see appendix
for marginal contribution calculation). On the top line for
example, because IT has a greater weight in EM versus
the World index and because this is a relatively high P/E
sector, the EM index should have a total P/E that is 0.25
greater than the World index. For a negative example,
the higher exposure of EM to financials, which have a
low P/E, should contribute a 0.48 discount to the total
P/E of the emerging index versus World. The total of
contributions from sector differences suggest that the EM
index should have a P/E that is only 0.67 lower than the

World index. But as seen in Table 1 earlier, the EM index
currently has a P/E multiple that is 6.5 less (15.2 vs. 21.7)
than the World index – far more than sector composition
justifies! So if emerging markets are cheap, it is not
because of differences in sector exposures.

CONCLUSION
The argument that sector differences between emerging
and developed markets contribute lower valuation
multiples for the former appears true, but only marginally
and not nearly to the extent of current discount levels.
Our analysis shows that sector differences account for
less than 0.7 of the 6.5 price/earnings multiple discount
now on emerging equities. Clearly sector differences do
not explain the deep valuation discounts currently seen
on emerging equity markets.
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APPENDIX:
The marginal contribution that a sector difference has on the price/earnings ratios between the World and Emerging
Market indices is calculated as:

= 1 / ( World E/P + (EM Sector Wgt – World Sector Wgt) * (Sector E/P – World E/P) ) – World P/E
The sum of these contributions is the impact that sector weight differences should have on the aggregate price/earnings
ratio of the Emerging Markets index relative to the World index.
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GENERAL LEGAL DISCLAIMER
Acadian provides this material as a general overview of the firm, our
processes and our investment capabilities. It has been provided for
informational purposes only. It does not constitute or form part of any offer
to issue or sell, or any solicitation of any offer to subscribe or to purchase,
shares, units or other interests in investments that may be referred to
herein and must not be construed as investment or financial product advice.
Acadian has not considered any reader’s financial situation, objective or
needs in providing the relevant information.

negative impact on investment results. We have in place control systems and
processes which are intended to identify in a timely manner any such errors
which would have a material impact on the investment process.
Acadian Asset Management LLC has wholly owned affiliates located in
London, Singapore, Sydney, and Tokyo. Pursuant to the terms of service level
agreements with each affiliate, employees of Acadian Asset Management
LLC may provide certain services on behalf of each affiliate and employees
of each affiliate may provide certain administrative services, including
marketing and client service, on behalf of Acadian Asset Management LLC.

The value of investments may fall as well as rise and you may not get back
your original investment. Past performance is not necessarily a guide to
future performance or returns. Acadian has taken all reasonable care to
ensure that the information contained in this material is accurate at the time
of its distribution, no representation or warranty, express or implied, is made
as to the accuracy, reliability or completeness of such information.

Acadian Asset Management LLC is registered as an investment adviser with
the U.S. Securities and Exchange Commission. Registration of an investment
adviser does not imply any level of skill or training.
Acadian Asset Management (Japan) is a Financial Instrument Operator
(Discretionary Investment Management Business). Register Number DirectorGeneral Kanto Local Financial Bureau (Kinsho) Number 2814. Member of
Japan Investment Advisers Association.

This material contains privileged and confidential information and is intended
only for the recipient/s. Any distribution, reproduction or other use of this
presentation by recipients is strictly prohibited. If you are not the intended
recipient and this presentation has been sent or passed on to you in error,
please contact us immediately. Confidentiality and privilege are not lost by
this presentation having been sent or passed on to you in error.

Acadian Asset Management (Singapore) Pte Ltd, (Registration Number:
199902125D) is licensed by the Monetary Authority of Singapore.
Acadian Asset Management (Australia) Limited (ABN 41 114 200 127) is
the holder of Australian financial services license number 291872 (“AFSL”).
Under the terms of its AFSL, Acadian Asset Management (Australia) Limited
is limited to providing the financial services under its license to wholesale
clients only. This marketing material is not to be provided to retail clients.

Acadian’s quantitative investment process is supported by extensive
proprietary computer code. Acadian’s researchers, software developers,
and IT teams follow a structured design, development, testing, change
control, and review processes during the development of its systems and
the implementation within our investment process. These controls and
their effectiveness are subject to regular internal reviews, at least annual
independent review by our SSAE 16 auditor. However, despite these
extensive controls it is possible that errors may occur in coding and within the
investment process, as is the case with any complex software or data-driven
model, and no guarantee or warranty can be provided that any quantitative
investment model is completely free of errors. Any such errors could have a

Acadian Asset Management (UK) Limited is authorized and regulated by
the Financial Conduct Authority (‘the FCA’) and is a limited liability company
incorporated in England and Wales with company number 05644066. Acadian
Asset Management (UK) Limited will only make this material available to
Professional Clients and Eligible Counterparties as defined by the FCA under
the Markets in Financial Instruments Directive.
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