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Investors can choose active and passive strategies when investing in emerging
markets (EM). Those who subscribe to the efficient markets theory—the belief
that all available information has been accurately priced into securities in a given
market—may choose a passive approach. We believe emerging markets are
inefficient, thereby creating opportunities for active managers to add value
through security selection and portfolio construction.

Emerging Markets Are Less Transparent
While access to information on EM companies is improving, emerging markets
remain less efficient than developed markets. Information isn’t priced in as quickly
and dependable EM data can be harder to acquire. Compared to developed
markets, fewer financial analysts cover the average EM company and many EM
companies have no analyst coverage at all. This discrepancy is particularly
pronounced among smaller companies.

“Investors can deploy passive
and active strategies as
complementary tools across
their portfolios.”

Numerous EM companies are also less transparent. Lower levels of financial
disclosure, less access to management, and language and cultural barriers often
result in less transparency in corporate governance and reporting. This results in
greater dispersion among analysts’ earnings forecasts, a higher likelihood of
earnings revisions, and more earnings surprises, both positive and negative. These
factors place a premium on fundamental analysis and security selection and
contribute to a greater dispersion of returns generated by EM portfolios. Figure 1
shows the differences in wealth that active managers generate compared to a
passive EM ETF. The top-third of active managers generated wealth in excess of
the ETF while the bottom-third lagged.

Figure 1 | Skilled Active Managers Have Historically Added Value in EM
Wealth Generation of Active EM Funds Minus Wealth Generation of the iShares MSCI EM ETF
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Data from 4/30/2003 – 2/29/2020. Source: FactSet.
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Emerging Markets Are More Volatile
EM stocks have historically exhibited greater volatility and lower correlations than developed markets equities. Over the past
decade, the standard deviation of EM stocks was significantly higher than non-U.S. developed markets stocks, 17.08 versus
14.53.1 During the same period, there also was greater dispersion of returns among stocks in the EM index compared to the
developed markets index. The wide range of performance, which we illustrate in Figure 2, suggests companies in the EM
index are at different stages in their business cycles and the market is differentiating between them. We believe this again
illustrates the value of active security selection. Passive strategies must own all the companies in the index –the good and
the bad – while active managers have the advantage of being selective.

Figure 2 | The Dispersion of Returns Among EM Stocks Has Been High
Ranges of Annual Returns for Stocks in the MSCI Emerging Markets Index
1200%
1033%

1000%

Annual Returns

800%
664%

596%

600%

453%

400%

308%

362%
275%

200%

193%

127%

135%

260%

247%

149%

145%

-94%

-100% -100%

233%
130%

0%
-200%

-94%

-71%

-63%

-100%

-97%

-81%

-72%

-100%

-74%

-68%

-100%

-100% -100%

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019
Data as of 12/31/2019. Positive numbers represent best performing stock within MSCI Emerging Markets index for the given year. Negative numbers represent worst performing stock within the index for the given year.
Source: FactSet.

Emerging Markets Don’t Move in Tandem
We believe the idiosyncratic nature of EM countries and companies plays to the strengths of an active approach. Even though
they are often tarred with the same brush, EM countries don’t necessarily move in tandem. Many investors believe shifting
economic conditions such as U.S. dollar moves, commodity price fluctuations and trade disruptions affect all EM countries
and companies the same way. This is not the case—EM countries tend to be more affected by local economic conditions and
less by global macroeconomic trends than developed markets countries. In fact, EM companies generate approximately 71%
of revenues locally, compared to 34% for those in developed markets.2

1Source:
2Source:

FactSet. Data as of 12/31/2019. Emerging markets are represented by the MSCI Emerging Markets Index and non-U.S. developed markets are represented by the MSCI EAFE Index.
FactSet. Data as of 12/31/2019.
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EM Portfolios May Benefit from Active Risk Management
The largest and most prominent companies in the largest countries tend to dominate EM large-cap indexes. Thus, index
investing can increase the risk of concentration in a small number of names. Such companies are sometimes more global in
nature and may react to macroeconomic events like a developed markets company, diminishing the diversification benefits
some EM investors seek. Portfolio managers can employ active risk management in an effort to selectively increase, decrease
or avoid exposure to such companies. Figure 3 demonstrates how successful active managers (top quartiles) have historically
outpaced the average (index) and delivered more excess return with less downside risk.

Figure 3 | Active EM Managers Outpaced the Index in Up and Down Markets
Rolling 5-Year Excess Return vs. MSCI Emerging Markets Index
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Universe: eA Emerging Markets All Cap Equity. Number of managers in universe: 226. Data from 7/1/2009 – 12/31/2019. In USD, gross of fees. Source: FactSet.
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EM Index Composition Has Evolved
Developing economies tied to commodities, materials and energy and heavily exposed to currency fluctuation used to
dominate emerging markets. In 2007, the MSCI Emerging Markets Index favored “old EM” sectors. Energy, materials, telecom
and industrials companies represented more than half of the index while consumer-related companies were less prominent.
Today, in the “new emerging markets,” things have changed—consumer discretionary has more than doubled in weighting over
the past 12 years, and information technology has increased significantly.

Figure 4 | Consumer-Facing Sectors Dominate Today’s Emerging Markets
Sector Weights in the MSCI EM Index: Then and Now
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Source: FactSet.

We Believe Active Management Is Likely Optimal in Emerging Markets
Investors can deploy passive and active strategies as complementary tools across their portfolios. In emerging markets,
inherent market inefficiencies have created the potential for active managers to add value through the unique insights they
generate through fundamental, bottom-up analysis and consistent application of their investment philosophy and process.
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Exchange-Traded Funds (ETFs) are bought and sold through an exchange trading at market price (not NAV), and are not
individually redeemed from the fund. Shares may trade at a premium or discount to their NAV in the secondary market. Brokerage
commissions will reduce returns.
ETFs are baskets of securities that trade like stocks on an exchange and can be bought or sold throughout the trading day at
fluctuating market prices (not NAV). Brokerage commissions will reduce returns. Like mutual funds, ETFs also have expense
ratios. In general, actively managed ETFs cost more than passively managed index ETFs. Unlike mutual funds, it is possible to
buy ETFs on margin and sell them short. ETFs held in a taxable account may result in less tax liabilities than a similarly invested
mutual fund in the same account. Different companies offer ETFs. iShares are distributed by BlackRock Investments, LLC
(together with its affiliates ”BlackRock”). ©2020 BlackRock. All rights reserved. iSHARES and BLACKROCK are registered
trademarks of BlackRock. SPDRs are distributed by State Street Global Advisors Funds Distributors, LLC. SPDR is a trademark
of State Street Corporation.
Past performance is no guarantee of future results.
The opinions expressed are those of the portfolio team and are no guarantee of the future performance of any American Century
Investments portfolio. This information is for an educational purpose only and is not intended to serve as investment advice.
References to specific securities are for illustrative purposes only, and are not intended as recommendations to purchase or sell
securities. Opinions and estimates offered constitute our judgment and, along with other portfolio data, are subject to change
without notice.
International investing involves special risks, such as political instability and currency fluctuations. Investing in emerging markets
may accentuate these risks.
This information is not intended as a personalized recommendation or fiduciary advice and should not be relied upon for
investment, accounting, legal or tax advice.
No offer of any security is made hereby. This material is provided for informational purposes only and does not constitute a
recommendation of any investment strategy or product described herein. This material is directed to professional/institutional
clients only and should not be relied upon by retail investors or the public. The content of this document has not been reviewed
by any regulatory authority. This promotion has been approved with limitations, in accordance with Section 21 of the Financial
Services and Markets Act, by American Century Investment Management (UK) Limited, which is authorized and regulated by the
Financial Conduct Authority.
This promotion is directed at persons having professional experience of participating in unregulated schemes and units to which
the communication relates are available only to such persons. Persons who do not have professional experience in participation
in unregulated schemes should not rely on it.
American Century Investment Management (UK) Limited is registered in England and Wales. Registered number: 06520426.
Registered office: 12 Henrietta Street, 4th Floor, London, WC2E 8LH.
American Century Investment Management (Asia Pacific) Limited currently holds Type 1 and Type 4 registrations from the
Securities and Futures Commission (SFC). American Century Investment Management, Inc. is not registered with the SFC.
For purposes of compliance with the Global Investment Performance Standards (GIPS®), the Firm is defined as American
Century Investment Management, Inc. (“ACIM”). ACIM claims compliance with the Global Investment Performance Standards
(GIPS®). The Emerging Markets composite includes portfolios that invest in the equity of large-, medium- and smallcapitalization emerging markets companies demonstrating improving growth rates.
To receive a complete list of composites and/or a GIPS® compliant presentation, contact:
American Century Investments ®
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Kansas City, MO 64111
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