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THE PERILS OF CHASING EMERGING MARKET GROWTH 

The second of our “EM Insights” series addresses the counterintuitive relationship 

between economic growth and equity returns.  

For most investors, the primary allure of investing in emerging markets (EM) is the 

likelihood of faster economic growth relative to developed markets.  This impulse is 

perhaps understandable as, generally speaking, the market tends to treat a positive 

relationship between these two variables as a tautology.   

As we will illustrate, there is compelling evidence that this view doesn’t hold up 

over reasonable investment horizons (less than ten years) and very few EM 

investors can withstand EM volatility over the long term, bringing to mind the old 

axiom that “the market can remain irrational longer than you and I can remain 

solvent.”  

With over three decades of EM investment 

experience, Albright Capital’s senior 

investment team has learned that it is incorrect 

to assume a positive relationship between 

growth and returns. 

This realization is an invaluable aid in the 

execution of our value-oriented approach to 

EM private markets, since it makes us naturally reluctant to follow the crowd into 

popular markets and themes. It also underpins our willingness to be contrarian and 

seek opportunities with little competition from other sources of capital. 

For those who seek empirical evidence to corroborate our hard-earned experience, 

we offer the work of Dr. Jay Ritter of the University of Florida. Professor Ritter 

noted in his seminal 2005 paper1 that a country can grow quickly without 

experiencing higher returns to capital in equity markets. In fact, over the 1900–

2002 period, his study found a -0.37 correlation between real GDP growth and 

return on equities for 16 countries.   

Our own analysis shows no substantive change since Ritter’s paper was published.  

Charting the total return of the MSCI EM Index against EM GDP growth rates over 

the last 27 years shows that the correlation between the two variables is -.08. 

                                                      
1
 Ritter, Jay R.  “Economic growth and equity returns”.  Pacific Basin Finance Journal 13 (2005), 489—503. 
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EM GDP Growth vs. MSCI EM index Total Return (1990-2016) 

Source: IMF, MSCI 

From another perspective, the table below highlights three years (from a subset of 

the last 27 years) when GDP growth across 23 EM countries was approximately 6%.  

In those years, the MSCI EM total return ranged widely from -30.6% to +19.2%. Of 

course, this data also highlights why most EM private investors should avoid 

constructing a portfolio that is highly correlated to, and harnessed to the volatility 

of, the MSCI EM.  

GDP Growth MSCI EM Total Return Year 

5.8% -30.6% 2000 

6.0% -11.6% 1997 

6.1% 19.2% 2010 

Source: IMF, MSCI 

Looking at specific countries, we find ample cases where slow GDP growth 

coincided with high returns, and vice versa.  

•••• GDP growth in Brazil from 1996 and 2001 averaged less than 2%.  During 

this period, the Brazilian benchmark stock index posted an extremely high 

return of 516%. From 2002–2009, growth averaged a modest (by EM 

standards) 4%; yet the same index generated an astronomical 1,137% 

return. A singular focus on growth would have led investors to miss this 

opportunity completely. 
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•••• On the other hand, GDP growth in Thailand averaged 9.1% from 1989 to 

1996. The Thai benchmark equity index nevertheless generated a 4.4% 

loss during the same period. Looking at just 1993-1996, Thai GDP growth 

averaged 8.3%, while the benchmark equity index generated an 

approximate 50% loss. 

We often say that, in EM, even if we had tomorrow’s newspaper we wouldn’t know 

what to do with it from a market timing perspective. Indeed, Ritter concluded that 

even future economic growth is irrelevant to predicting stock returns.  In support of 

this paper, he recently offered the following comment, “An economy can grow 

rapidly without the stockholders of existing firms benefiting since byproducts of 

growth like rising wage rates or dilution from follow on rounds of capital may harm 

them.”   

We constantly observe behaviors suggesting that a broad-based belief in this 

narrative fallacy persists. The asset management industry in general, including 

many private EM investors, tend to make assumptions about the growth 

differentials between their target markets and developed economies, as if the delta 

itself is sufficient evidence of an investment opportunity.  More recently, we have 

noticed that some EM focused private equity fund managers have jettisoned the 

label “emerging markets” for “growth markets,” a marketing driven label that will 

likely perpetuate this mistaken cognitive bias. 

There are widespread implications from the popularity of chasing EM growth. It 

results in individual markets (or emerging markets globally) rapidly becoming the 

“flavor of the day.” Associated capital inflows quickly outstrip opportunities in any 

given market and cause both security and currency valuations to rise and fall 

excessively.  

While the resulting volatility and inefficiency of EM are often problematic for 

growth oriented investors, it creates considerable opportunity for the relatively few 

EM value investors, who pursue pockets of capital shortage and emphasize 

selectivity.   

Please do not hesitate to call us if you would like to discuss this or any of our EM 

Insights. 

 


