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“Since the beginning of 2021, the strong dollar has
been a significant headwind for EM performance”
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From hope to hesitation 
Over the past decade, emerging markets (EM) have experienced mixed fortunes, as strong early performance 
was followed by more recent lacklustre returns1. The strong US market and dollar as well as the weak Chinese 
economy impacted returns. The next decade may see EM stock markets return to their former glory. 

In this series, we will put into context the recent difficult period and explore the key reasons why we believe one should 
continue allocating to EM equities.

Recent challenges  

There are two key areas which have challenged EM performance from 2010 – 2023:

1.  It has been a one-way bet in the US. The US dollar strength has led to the strong outperformance of US stocks over EM 
across the last 13 years. Over the medium and long-term, US stocks have had significantly higher correlation with the US 
dollar than EM stocks do.2

2.  Although in the past there have been times when EM has overcome dollar strength, since the beginning of 2021, the 
strong dollar has been a significant headwind for EM performance.

Inverse correlation between EM performance and the US dollar over 23 years
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Source Bloomberg and FactSet. Data shown from 1 January 2000 to 30 June 2024.

As we are approaching the end of the interest rate cycle in 2024 and with indications of rate cuts in the near future, 
there are some important implications for EM. 

1Source: Morningstar: MSCI EM NR USD, MSCI EAFE NR USD, MSCI USA NR USD: 31 December 2000 – 31 December 2023.

2Source: FactSet as at April 2024.



“The recent underperformance of China
has dragged down EM returns”

“Since the beginning of 2021, the strong dollar has
been a significant headwind for EM performance”
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The second significant challenge for EM investors has been the recent material underperformance of China, which 
represents a quarter of the asset class and is a significant driver of its returns.3

FROM CHINA

The recent underperformance of China has dragged down asset class returns. 

There are three key worries about China:

• Economic slowdown – driven by weakness in the real estate market 

• Geopolitical tensions – particularly the relationship with the US

• Policy – the direction of domestic policy with regards to the private sector, Covid, and economic stimulus

Hesitation on these three factors has meant that China has seen a material valuation derating in the past few years.  
We think China presents a counter consensus valuation opportunity.

China's underperformance has impacted EM returns over last five years

MSCI China MSCI EM ex China
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Source: MSCI, returns show in US dollars for 30 June 2019 to 30 June 2024.

3China represents 25.1% of the MSCI Emerging Markets Index. Source: MSCI, 30 April 2024.



“Despite the headwinds facing EM recently,
the landscape is now positively shifting”
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It is important to remember that the EM market is not the same as ten years ago, or even the decade before that. Since 
the significant outperformance of the early 2000s4, the shape of the asset class has changed. Information technology is 
the largest sector allocation in the asset class and commodities no longer dominate5. Consumer-focused industries, 
represented by consumer discretionary stocks also represent a meaningful component of the index as we have seen 
tremendous growth in per-capita incomes in all of the major EM economies. Finally, we have seen the impact of the digital 
era as billions of consumers have been able to access new consumption opportunities within e-commerce, gaming, and 
digital finance. 

Despite the headwinds facing EM recently, in our view, the landscape is now positively shifting and this Emerging Markets: 
An Evolving Landscape series will explore the key drivers with the potential to dictate the future of the asset class:

AN EVOLVING
LANDSCAPE

 US:
Policy backdrop becoming more favourable

 CHINA:
Returning to a fundamental-driven market should close the valuation gap

 INDIA:
The potential of an increasing ability to drive forward earnings growth

 TECHNOLOGY:
Increasingly being valued for its global leadership

 

Past performance is not a guide to future returns. There is no assurance that any projection or forecast will be realised.
4Source: Morningstar: MSCI EM NR USD, MSCI EAFE NR USD, MSCI USA NR USD: 31 December 2000 – 31 December 2023.

5Source: Factset as at 21 May 2024.



This information is issued and approved by Martin Currie 
Investment Management Limited (‘MCIM’), authorised and 
regulated by the Financial Conduct Authority. It does not constitute 
investment advice. Market and currency movements may cause the 
capital value of shares, and the income from them, to fall as well as 
rise and you may get back less than you invested.

The information contained in this document has been compiled 
with considerable care to ensure its accuracy. However, no 
representation or warranty, express or implied, is made to its 
accuracy or completeness. Martin Currie has procured any research 
or analysis contained in this document for its own use. It is provided 
to you only incidentally and any opinions expressed are subject to 
change without notice.

This document may not be distributed to third parties. It is 
confidential and intended only for the recipient. The recipient may 
not photocopy, transmit or otherwise share this [document], or 
any part of it, with any other person without the express written 
permission of Martin Currie Investment Management Limited.

This document is intended only for a wholesale, institutional 
or otherwise professional audience. Martin Currie Investment 
Management Limited does not intend for this document to be 
issued to any other audience and it should not be made available to 
any person who does not meet this criteria. Martin Currie accepts 
no responsibility for dissemination of this document to a person 
who does not fit this criteria.

The document does not form the basis of, nor should it be relied 
upon in connection with, any subsequent contract or agreement. 
It does not constitute, and may not be used for the purpose of, an 
offer or invitation to subscribe for or otherwise acquire shares in 
any of the products mentioned.

Past performance is not a guide to future returns.

The distribution of specific products is restricted in certain 
jurisdictions, investors should be aware of these restrictions before 
requesting further specific information.

The views expressed are opinions of the portfolio managers as 
of the date of this document and are subject to change based on 
market and other conditions and may differ from other portfolio 
managers or of the firm as a whole. These opinions are not intended 
to be a forecast of future events, research, a guarantee of future 
results or investment advice. There can be no assurance that any 
prediction, projection or forecast on the economy, stock market, 
bond market or the economic trends of the markets will be realised.

Some of the information provided in this document has been 
compiled using data from a representative account. This account 
has been chosen on the basis it is an existing account managed by 
Martin Currie, within the strategy referred to in this document.  
Representative accounts for each strategy have been chosen on 
the basis that they are the longest running account for the strategy. 

This data has been provided as an illustration only, the figures 
should not be relied upon as an indication of future performance. 
The data provided for this account may be different to other 
accounts following the same strategy. The information should not 
be considered as comprehensive and additional information and 
disclosure should be sought. 

The information provided should not be considered a 
recommendation to purchase or sell any particular strategy/ 
fund/security. It should not be assumed that any of the securities 
discussed here were or will prove to be profitable. 

It is not known whether the stocks mentioned will feature in any 
future portfolios managed by Martin Currie. Any stock examples 
will represent a small part of a portfolio and are used purely 
to demonstrate our investment style. Holdings are subject to 
change.

Risk warnings – Investors should also be aware of thefollowing 
risk factors which may be applicable to the strategy shown in this 
document.

All investments involve risk including the potential for loss.

•  Investing in foreign markets introduces a risk where adverse 
movements in currency exchange rates could result in a 
decrease in the value of your investment.  

•  This strategy may hold a limited number of investments. If 
one of these investments falls in value this can have a greater 
impact on the strategy’s value than if it held a larger number of 
investments. 

•  Smaller companies may be riskier and their shares may be less 
liquid than larger companies, meaning that their share price 
may be more volatile. 

•  Emerging markets or less developed countries may face more 
political, economic or structural challenges than developed 
countries. Accordingly, investment in emerging markets is 
generally characterised by higher levels of risk than investment 
in fully developed markets. 

•  The strategy may invest in derivatives Index futures and FX 
forwards to obtain, increase or reduce exposure to underlying 
assets.  The use of derivatives may result in greater fluctuations 
of returns due to the value of the derivative not moving in line 
with the underlying asset.  Certain types of derivatives can be 
difficult to purchase or sell in certain market conditions.

For wholesale investors in Australia:
This material is provided on the basis that you are a wholesale 
client. MCIM has entered an Intermediary arrangement with 
Franklin Templeton Australia Limited (ABN 76 004 835 849) (AFSL 
No. 240827) (FTAL) to facilitate the provision of financial services 
by MCIM to wholesale investors in Australia. Franklin Templeton 
Australia Limited is part of Franklin Resources, Inc., and holds an 
Australian Financial Services Licence (AFSL No. AFSL240827) 
issued pursuant to the Corporations Act 2001.
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