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 • Country allocation is part and parcel of discretionary emerging market (EM) equity investing. 

 • But a study of discretionary EM managers’ performance over the past decade shows that their country positioning 
didn’t pay off and suggests that it is infected by return chasing. 

 • The emphasis on country allocation among discretionary EM managers may help to explain why EM remains such 
an attractive setting for high-breadth stock selection. 

Country allocation has long been a focus of discretionary 
managers in emerging market (EM) equities. Positioning 
is often explained through vivid narratives that hail 
countries’ exceptional economic prospects or warn of 
their vulnerabilities. But timing EM equity markets is far 
harder than forecasting the countries’ economies. Adding 
to the challenge, country allocation is also a “low breadth” 
activity, in that 24 emerging markets offer only a narrow 
set of independent calls for managers to make. So, in this 
note, we evaluate whether discretionary EM managers 
deliver sustained value through country allocation. 

In a study of their holdings and performance over the 
past decade, we find that discretionary EM managers’ 
active country positioning was costly. We also find 
evidence that discretionary managers chase past returns 
in their allocations and that their stock picking may be 
thematically motivated, and therefore lower breadth than 
it might first seem. 

Reflecting on these results, while a country-focused 
approach is a natural frame for discretionary EM 
managers—offering a natural means to focus investment 
processes that don’t scale well and a basis for compelling 
storytelling—its continued primacy helps to explain why 
EM remains such an attractive setting for truly diversified, 
high-breadth stock selection. 

Country Allocation: Cornerstone of 
Discretionary EM Investing
Expressing country views is part and parcel of what 
diversified discretionary EM managers do. We find evidence 
in a study of 50 high-AUM discretionary and systematic 
strategies from eVestment’s long-only EM universe over the 
decade from 2015-2024.1 

Figure 1: Country Positioning and Risk — Discretionary Versus Systematic Managers

Each dot in the left chart shows the 10-year median (2015-24) of the sum of absolute value of each strategy’s active country positions divided by two. The right chart shows 10-year 
average percent contributions to variance for discretionary and systematic managers based on a proprietary risk model. Source: Acadian based on sample of strategies described in the 
main text and appendix and holdings from S&P Capital IQ. For illustrative purposes only.
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1  Please see eVestment disclosure at the end of the document.
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Since we’re interested in the decisions of managers who 
have the flexibility to allocate across EM, we selected 
strategies benchmarked to the broad MSCI EM and 
MSCI EM IMI Indexes and whose names and prospectus 
descriptions suggest a pan-EM scope.2 (See the Appendix 
for further detail on the sample.) We see significantly more 
aggressive country bets among the discretionary managers. 
The left panel of Figure 1 shows that they derive almost 
twice the total active weight from country positioning than 
the non-discretionary group.3 In the right panel, we see that 
this difference in behavior translates into an appreciably 
higher fraction of portfolio active risk coming from country 
sources (means of 40% versus 32%, respectively).4 

Another contrast in risk drivers across the two groups of 
strategies accentuates a key difference in how discretionary 
and systematic EM managers operate. While stock selection 
is clearly important to both groups (teal), on the systematic 
side it is associated with substantial factor risk (green).5 On 
the discretionary side, by comparison, factor risk is modest. 
Instead, the prominence of country risk within that group 
suggests that discretionary managers pick and choose 
stocks in association with macro themes that also drive 

country positioning. We present further evidence of this in 
the next section.6 

Country Positioning: Help or Harm?
Broadly speaking, discretionary EM managers’ country 
positioning did not pay off over the past decade. Figure 2 
captures this central result of the study. 

First, as a measure of total active performance—from 
both country and stock selection—the dark-blue trace 
cumulates monthly median active returns across the 
discretionary EM managers. While this group of strategies 
did well during a few brief stretches, including a period of 
worldwide growthy speculation from mid-2018 through 
late-2020, over the full 10-year sample their cumulative 
median active performance was slightly negative.

The chart then breaks out the contributions from country 
selection and within-country stock selection based on 
Brinson decompositions of active returns at the individual 
strategy level. For the typical discretionary EM manager, 
country positioning (gray) was a material source of net 
performance drag, offsetting gains from stock selection (light 
blue).7 

Figure 2: Discretionary EM Managers’ Active Performance

Cumulative monthly median total active, country selection, and stock selection returns

Cumulative monthly median total active, country selection, and stock selection returns from individual Brinson, Hood, and Beebower attributions for discretionary EM strategies in the 
sample described in the main text and Appendix. Selection returns include the interaction term. Source: Acadian based on holdings from S&P Capital IQ and benchmark weights from 
MSCI. Copyright MSCI 2025, All Rights Reserved. Unpublished. PROPRIETARY TO MSCI. Past results are not indicative of future performance. For illustrative purposes only.

2  The discretionary/systematic label reflects the manager’s self-identification. Inspection of the systematic group suggests blurriness in their categorization, in that 
that some of their processes may incorporate elements of discretion. It appears to include managers applying screen-based, rules-based, and discretionary-
systematic-hybrid approaches in addition to sophisticated systematic managers. We exclude Acadian strategies from the sample.

3  I.e., each dot shows the sum of the absolute value of each strategy’s active country weights divided by two (averaged over the sample period). 
4  Since currency risk is closely associated with country allocation, especially in EM, we combine the two in this analysis.
5  As we’ve discussed in recent research, even sophisticated, proprietary systematic signals may exhibit material contributions to risk from generic factors in 

variance decompositions. See Generic Exposures: Not All Gold Glitters, Acadian, September 2024.
6  One other aspect of the positioning data that isn’t visible in the charts warrants mention. Many discretionary EM managers took exposure, albeit small, to 

developed market stocks (10th-90th percentile range of 0.5%-3.0%), perhaps to fully exploit or keep up with themes that they expect will also play out there. 
By comparison, DM holdings are smaller among systematic EM managers (10th-90th percentile range of 0.1%-0.4%). These exposures represent holdings of 
individual stocks, not ETPs. A few managers do hold emerging market ETPs that are listed in Ireland or the U.S. In our analysis, we have reclassified those 
instruments as EM rather than DM.

7  In addition, while Figure 2 focuses on the median manager, results available upon request show little evidence in the cross section of managers to suggest that 
aggressiveness in country positioning is associated with stronger performance. Over most of the sample, the relationship between information ratios and active 
country weight (and risk) is, if anything, negative.
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Digging deeper, Figure 3 further decomposes both country 
and stock selection effects into contributions from China and 
the balance of EM. Two features stand out. First, we see no 
evidence of  skill in country positioning in either segment of 
EM; the left panel shows that active allocations to both China 
individually and across the rest of EM meaningfully detracted 
from performance. Second, China’s singular importance 
in driving both country and stock selection returns makes 
it a natural focus of further study in characterizing how 
discretionary managers operated over the decade.8  

Allocations to China: Case Study in 
Discretionary Indiscretions 
Examination of the positioning that drove China’s contribution 
to active performance highlights two pernicious indiscretions 
in discretionary EM investing.

First, we see evidence of performance chasing in 
country allocation. The dark-blue trace in Figure 4 shows 
that discretionary managers were, broadly speaking, 
underweight China throughout 2015-2024. But variation in 
that positioning over time shows clear points of relationship 
with the trailing EM-relative performance of Chinese stocks 
(red trace): (1) After Chinese stocks underperformed in 2015, 
China allocations dipped in 2016. (2) After remaining 
underexposed as Chinese stocks outperformed in 2017, 
allocations rebounded only to remain high as Chinese 
stocks modestly underperformed in late 2018. (3) Most 
conspicuously, long after the Chinese market started a 
steady plunge in late 2020 that wiped out startling gains, 
China allocations continued to ramp up, nearly closing their 
underweight. (4) Discretionary managers then largely 
missed the rebound in Chinese stocks after 2023. 

Figure 3: Decomposition of Country and Stock Selection Returns among Discretionary EM Managers

Cumulative monthly median allocation (left) and selection (right) returns from individual Brinson, Hood, and Beebower attributions for discretionary EM strategies in the sample described 
in the main text and Appendix. Selection returns include the interaction term. Source: Acadian based on holdings from S&P Capital IQ and benchmark weights from MSCI. Copyright MSCI 
2025, All Rights Reserved. Unpublished. PROPRIETARY TO MSCI. Past results are not indicative of future performance. For illustrative purposes only.

Figure 4: Performance Chasing in Discretionary Managers’ China Allocations

Top chart: Raw and Hodrick-Prescott-filtered median active weight in China among the 25 discretionary active managers relative to the MSCI EM benchmark. Bottom: Cumulative return 
difference of MSCI China Index minus MSCI EM Index. Source: Acadian based on holdings from S&P Capital IQ and benchmark weights from MSCI. Copyright MSCI 2025, All Rights 
Reserved. Unpublished. PROPRIETARY TO MSCI. Past results are not indicative of future performance. For illustrative purposes only.

8  China’s influence over allocation and selection returns is hardly surprising given that China topped out at over 45% of the MSCI EM benchmark weight 
during 2020, and it was at the center of several of the most prominent thematic investing narratives in EM over the period, including the country’s economic 
ascendence, emergence of the onshore A-shares market, the rise and fall of the BATX, and increasing geopolitical tensions with the U.S.
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Figure 5: Discretionary Stock Selection in China — A High-Beta Tilt

Median beta to MSCI China of the position-weighted Chinese holdings of the 25 discretionary EM strategies    

Source: Acadian based on holdings from S&P Capital IQ and benchmark weights from MSCI. Copyright MSCI 2025, All Rights Reserved. Unpublished. PROPRIETARY TO MSCI. Past results 
are not indicative of future performance. For illustrative purposes only.

Second, examination of stock selection within discretionary 
China allocations suggests that it had a low-breadth, macro-
thematic flavor. Across the discretionary managers, the net-
negative active weight in China shown in Figure 4 masks a 
persistent overweight in onshore Chinese stocks (more than 
offset by an underweight offshore). Moreover, Figure 5 shows 
that even as they underweighted the country as a whole, 
discretionary managers selected into increasingly high-
beta Chinese stocks amid a period of growthy speculation 
worldwide from 2017-2021.9 This evidence suggests a 
common macro-thematic undercurrent in discretionary 
EM managers’ stock picking in China. Moreover, we found 
evidence of similar behavior in other growth-oriented 
markets, like Taiwan, where discretionary managers selected 
into a narrow group of semiconductor stocks.

A Repairable Problem?
If country allocation detracts from discretionary managers’ 
performance, then why not just clamp down on it? 

One reason is marketing related. As a tool for asset 
gathering, country calls make for intuitive and compelling 
storytelling, which is a staple of EM investing. The popularity 
of thematic narratives around BRICS, the Fragile Five, China, 
and, most recently, India, just to name a few examples, bear 
witness. (See the sidebar for discussion of the risks in 
chasing such macro themes.) 

But another reason, consistent with our findings, is that it 
is probably so not easy for discretionary managers to 
disentangle stock selection from country calls (or some 
similar macro-thematic frame). Pursuing stock selection in 
combination with country views provides a natural basis to 
shrink the playing field. That’s enormously helpful in the 
context of a labor-intensive discretionary investment 
process. How else to address an investment universe of 
18,000 stocks across 24 heterogeneous countries, the 

majority of which are complicated to trade? It would certainly 
be a challenge to create an assemblage of enough 
discretionary analysts and PMs to have truly broad and deep 
coverage across that universe let alone to develop a 
coherent, well-diversified portfolio from it.

In fact, these difficulties help to explain why high-breadth 
stock selection in EM continues to present such an attractive 
opportunity—but only for those managers who have 
sufficiently scalable and sophisticated investment processes 
to navigate the environment. Data coverage across EM has 
grown tremendously over the past 25 years, yet analyst 
coverage still lags. Trading costs have decreased, yet they 
remain higher than in developed markets. In other words, in 
EM there are high barriers to entry for successful high-
breadth stock picking to preserve the opportunity set for 
those who are positioned to engage. This is especially true 
in the expansive small-cap EM space, and it helps to explain 
why these stocks remain demonstrably less-well integrated 
with world markets. 

9  See, for example, Growth Versus Value: End of an Era?, Acadian, November 2022.

https://www.acadian-asset.com/investment-insights/equities/growth-versus-value-end-of-an-era
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Chasing Macro Themes: The Siren Song of EM Equity Investing 
Thematic macro narratives have long been a mainstay of EM equity investing. Few captured investors’ imaginations like the 
BRICs—Brazil, Russia, India, and China—in the early 2000s. The pitch could be summed up in a few words: booming middle 
classes in India and China and vast natural resources in Brazil and Russia promised outsized economic growth.10 

But as an investing proposition, there was a wrinkle. By the time the term “BRICs” was coined in November 2001, these 
equity markets had already significantly outperformed their EM peers, by almost 9% p.a. over the prior 3 years (Figure 6). 
Once the narrative took hold, however, after November 2001, the BRICs didn’t fare much better than the rest of EM on 
a risk-adjusted basis. While the Russian and Chinese markets performed well in absolute terms, Brazil and India ran into 
headwinds associated with fiscal, political, and governance issues, which the high-level narrative glossed over. 

While the BRICs epitomized the optimistic side of thematic investing, the emergence of the shorter-lived “Fragile Five” 
theme in 2013—Brazil, Turkey, Indonesia, South Africa, and India—embodied the cautionary compliment. It flagged a group 
of otherwise disparate countries that faced current account deficits, currency depreciation, inflationary pressures, and 
political risk. And there was no doubt that those economic pressures were real. In 2012, the year leading up to the theme’s 
emergence, those countries’ equity markets underperformed the rest of EM (Figure 6). But after the Fragile Five monicker 
came into vogue, the theme didn’t pay off for investors. Over the next year, the stocks of those economically vulnerable 
countries outperformed the rest of EM, evident in slightly higher risk-adjusted returns. 

Figure 6: How EM Themes Fared — “BRICs” and “Fragile Five”

Risk-adjusted returns over periods before and after the themes were coined

Risk-adjusted USD returns to equally weighted, annually rebalanced portfolios of BRICs and the Fragile Five. For the BRICs, performance is from 36 months prior to and after the theme 
was labeled in November 2001. For the Fragile Five, performance is from 12 months prior to and after the theme was labeled in August 2013. Sources: Acadian, MSCI Copyright MSCI 
2025, All Rights Reserved. Unpublished. PROPRIETARY TO MSCI. For illustrative purposes only.

These examples highlight a tragic flaw of thematic macro investing. The themes are usually identified based on hindsight, 
and often in part because stock prices have already moved in the hoped-for direction. While engaging economic narratives 
dominate discussion, the crucial and much more difficult question for investors is whether stock markets, which look forward, 
have already fully priced in the drivers of those narratives.  
  
Unfortunately, investors and managers are vulnerable to making decisions in the rear-view mirror, partly due to behavioral 
biases (e.g., overextrapolation) and partly due to incentives (e.g., for managers, not to stick out to far from the crowd). We 
see evidence of performance chasing not only in discretionary EM managers’ allocations to China in this study, but also in 
flows into dedicated China strategies in eVestment. Unfortunately, such returns chasing is hardly unique to China or even 
EM, however. Academic research has documented it in other allocation contexts and shown the potential harm.11 But in EM, 
where thematic investing remains so popular, the risk stands out.12  

10  While investors today might equate the BRICs with EM based on these countries’ substantial weighting in the cap-weighted index, 50% as of Feb 28, 2025, back 
in 2001 they accounted only for 25%. Of the four countries, Brazil had the largest weight at roughly 9%.

11  See, for example, Ang, Andrew, Amit Goyal, and Antti Ilmanen, “Asset allocation and Bad Habits.” Rotman International Journal of Pension Management 7, issue 2 
(Fall 2014): 16-27.

12 For further discussion of thematic investing in EM, see Rising Tiger, Falling Dragon: Theme Du Jour in EM Equity Investing, Acadian, May 2024.

https://www.acadian-asset.com/investment-insights/equities/rising-tiger-falling-dragon-theme-du-jour-in-em-equity-investing
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Conclusion
Country allocation is a challenging and low-breadth 
game, which implies that discretionary managers who 
focus on it need great skill to generate enduring success. 
Unfortunately, the evidence indicates that discretionary 
EM managers don’t add value through their country calls. 

For most discretionary EM managers, however, we 
suspect that country allocation is integral to their overall 
investment approach—inseparable from their stock 
picking, meaning it wouldn’t be straightforward to rein in. 
But this also helps to explain the opportunity for truly 
diversified stock selection that these relatively inefficient 
markets continue to provide.
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Appendix: The Dataset
The sample consists of 25 high-AUM discretionary strategies and 25 high-AUM systematic strategies (labelled “quantitative” 
in eVestment) that report holdings to S&P Capital IQ and benchmark to either the MSCI EM or MSCI EM IMI indices. We omit 
strategies that identify as enhanced indexes, with stated style biases, that represent ESG mandates, and that have country- 
or region-specific EM focuses. The sample also omits a small number of strategies that focus almost entirely on single 
countries, despite being benchmarked to broad indexes. Strategies are selected by ranking them in descending order of 
AUM as of December 2014. The sample includes strategies that disappeared during the following 10 years. It also includes a 
few higher-AUM strategies that are incepted between 2015 and 2024. We exclude Acadian strategies from the sample.

eVestment Disclosure
eVestment Alliance, LLC, and its affiliated entities (collectively, eVestment”) collect information directly from investment management firms and other sources believed to 
be reliable, however, eVestment does not guarantee or warrant the accuracy, timeliness, or completeness of the information provided and is not responsible for any errors 
or omissions. Performance results may be provided with additional disclosures available on eVestment’s systems and other important considerations such as fees that may 
be applicable. Not for general distribution and limited distribution may only be made pursuant to client’s agreement terms. All managers in an eVestment category are not 
necessarily included. Copyright 2012-2025 eVestment Alliance, LLC. All Rights Reserved.
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Acadian is providing hypothetical performance information for your review as we 
believe you have access to resources to independently analyze this information 
and have the financial expertise to understand the risks and limitations of the 
presentation of hypothetical performance. Please immediately advise if that is 
not the case. 

Hypothetical performance results have many inherent limitations, some of which 
are described below. No representation is being made that any account will or 
is likely to achieve profits or losses similar to those shown. In fact, there are 
frequently sharp differences between hypothetical performance results and 
the actual performance results subsequently achieved by any particular trading 
program. 

One of the limitations of hypothetical performance results is that they are 
generally prepared with the benefit of hindsight. In addition, hypothetical trading 
does not involve financial risk, and no hypothetical trading record can completely 
account for the impact of financial risk in actual trading. For example, the ability 
to withstand losses or to adhere to a particular trading program in spite of 
trading losses are material points which can also adversely affect actual trading 
results. There are numerous other factors related to the markets in general or 
to the implementation of any specific trading program which cannot be fully 
accounted for in the preparation of hypothetical performance results and all of 
which can adversely affect actual trading results.

GENERAL LEGAL DISCLAIMER
These materials provided herein may contain material, non-public 
information within the meaning of the United States Federal Securities 
Laws with respect to Acadian Asset Management LLC, Acadian Asset 
Management Inc. and/or their respective subsidiaries and affiliated entities. 
The recipient of these materials agrees that it will not use any confidential 
information that may be contained herein to execute or recommend 
transactions in securities. The recipient further acknowledges that it is 
aware that United States Federal and State securities laws prohibit any 
person or entity who has material, non-public information about a publicly-
traded company from purchasing or selling securities of such company, or 
from communicating such information to any other person or entity under 
circumstances in which it is reasonably foreseeable that such person or 
entity is likely to sell or purchase such securities.

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. 

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.

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’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 SOC1 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 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, and Sydney. 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.

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 (Singapore) Pte Ltd, (Registration Number: 
199902125D) is licensed by the Monetary Authority of Singapore. It is also 
registered as an investment adviser with the U.S. Securities and Exchange 
Commission. 

Acadian Asset Management (Australia) Limited (ABN 41 114 200 127) is 
the holder of Australian financial services license number 291872 (“AFSL”). 
It is also registered as an investment adviser with the U.S. Securities 
and Exchange Commission. 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 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, or to 
Qualified Investors in Switzerland as defined in the Collective Investment 
Schemes Act, as applicable.
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