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How	  Much	  Should	  We	  Invest	  in	  Emerging	  Markets?	  
	  
	  

Dr.	  Burton	  G.	  Malkiel	  
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Figure 1  -  Percentage of World GDP 
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Source: IMF, World Economic Outlook database. 
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Figure 2 - Emerging Markets Will Dominate by 2050 
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Source: Data from World Bank and The World in 2050, PricewaterhouseCoopers 2008	
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Figure 3 – IMF GDP Growth Forecasts 
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Figure 4 - Demographics Favor Emerging Markets 

Ra@o	  of	  Working-‐Age	  to	  Non-‐Working	  Popula@on	  
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2025 1.7 1.6 1.4 2.4 2.2 2.1 

Source: IMF, World Economic Outlook database. 
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Figure 5 – Economic Growth and Equity Returns: Be 
Wary of the Allure of High Economic Growth 
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Figure 6 – Valuation for Global Equity Indexes Price  
                  over 36-month Trailing Earnings 
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Figure 7 – U.S. Markets – Cyclically Adjusted P/E 
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Figure 8 – Shiller P/E 
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Figure 9 – MSCI EM Shiller PE/CAPE 
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Figure 10 – 2016 Standard & Poor’s SPIVA Report 

Percentage of Active Funds outperformed by S&P 
Emerging Market Index. 
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Source: Standard & Poor’s. 
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Figure 11 – Number of Emerging Markets Equity Funds  
                     vs. MSCI Emerging Markets Index 
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Figure 12 - How much should we invest in Emerging Markets? 
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* Using aggregated Morningstar fund data (which includes U.S.-domiciled equity and bond mutual funds and exchange-traded funds) as a 
proxy for the average U.S. investor, as of August 2014, investors have about a 3% to 4% allocation in emerging-markets equities.  
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Are	  Emerging	  Market	  ETFs	  Efficient?	  
	  
	  

Kevin	  T.	  Carter	  
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What are Emerging Markets? 
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Emerging Markets are 85% of World Population 
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Emerging Markets have Better Demographics 
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Emerging Markets are Growing Faster 
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Risks are REAL and Present 
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SOEs Dominate the Indexes and ETFs (EEM & VWO) 

~30% of EEM & 
VWO are SOEs 

Source: Big Tree Capital, LLC. 
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Chinese “Economic Fugitives” 

Source: Big Tree Capital, LLC. 
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Russian “Oligarchs” 

Source: Big Tree Capital, LLC. 
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Questions about EM Index Weights 
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Does This Make Sense? 
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Frontier Market Weights (NYSE: FM) 
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Country Definitions & Weights are Messed Up 
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Kuwait – the 34th largest city in China 
City	    Population 	  
Shanghai	            22,315,474 	  
Beijing	            11,716,620 	  
Tianjin	            11,090,314 	  
Guangzhou	            11,071,424 	  
Shenzhen	            10,358,381 	  
Wuhan	              9,785,388 	  
Dongguan	              8,000,000 	  
Chongqing	              7,457,600 	  
Chengdu	              7,415,590 	  
Nanjing	              7,165,292 	  
Nanchong	              7,150,000 	  
Xi’an	              6,501,190 	  
Shenyang	              6,255,921 	  
Hangzhou	              6,241,971 	  
Harbin	              5,878,939 	  
Tai’an	              5,499,000 	  
Suzhou	              5,345,961 	  
Shantou	              5,329,024 	  
Jinan	              4,335,989 	  
Zhengzhou	              4,253,913 	  
Changchun	              4,193,073 	  
Dalian	              4,087,733 	  
Kunming	              3,855,346 	  
Qingdao	              3,718,835 	  
Foshan	              3,600,000 	  
Puyang	              3,590,000 	  
Wuxi	              3,543,719 	  
Xiamen	              3,531,347 	  
Tianshui	              3,500,000 	  
Ningbo	              3,491,597 	  
Shiyan	              3,460,000 	  
Taiyuan	              3,426,519 	  
Tangshan	              3,372,102 	  
KUWAIT	              3,369,000 	  
Hefei	              3,310,268 	  
Zibo	              3,129,228 	  
Zhongshan	              3,121,275 	  
Changsha	              3,093,980 	  
Ürümqi	              3,029,372 	  
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China A Shares 
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A Random Walk Down Wall Street 
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A Random Walk Down Wall Street 
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WSJ Headline May 12, 2015 
What’s a Buzzy New Company Name Worth? In China’s Stock Market, a Lot	

 

An investor walks past an electronic board showing stock information at a brokerage house in Fuyang, Anhui province, China, April 27, 2015.	

Reuters	

What does it take for a real estate developer to venture into the finance industry overnight? Maybe just a name change. 
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June 12, 2015 = The Top for the SSE Composite 
June 9, 2015 

MSCI Says NO A 
shares in EM Index 

May 25th, 2015 
Margin Lending is 

Tightened 

Source: www.bigcharts.com 
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    Key Elements of Investing in Emerging Markets 

•  Most Investors are Underexposed to Emerging Markets 
‒  Emerging Market allocations are evolving as investors refine their exposure 

in an effort to capture the growth of Emerging and Frontier Markets 

•  Emerging Markets are Risky and Volatile 
‒  Fraud, War, Revolution & Nationalization happen 

•  Major Emerging Markets Indexes & ETFs are Failing Investors 
‒  SOEs dominate  
‒  Country definitions and weights are flawed 
‒  China A Shares not included 
‒  One more thing 
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Something	  Big	  is	  Happening	  
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The Growth of EM Consumption is a VERY Big Deal 

“The biggest growth opportunity in the history of capitalism” 
    - McKinsey & Company 
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Do you have a smartphone? 
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Smartphones Changing Our Consumption Patterns 
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Smartphones Establishing EM Consumption Patterns 
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   + Low Internet Penetration 
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+ Growth of Affordable Access to Broadband 
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+ New Entrants Offering Low Cost Smart Phones 
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= Falling Smart Phone Prices 
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= Smartphones Sweeping Across World 



49	


+ U.S. VC funding EM Entrepreneurs 
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= Value Creation - EMQQ Index Returns  
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= Largest IPO in U.S. History 

Source: Wall Street Journal. 
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Alibaba IPO’s Huge ETF 
Conundrum 
“…many	  ques,ons	  have	  been	  
raised	  regarding	  how	  the	  
newly	  public	  company	  will	  be	  
placed	  in	  ETFs.”	  	  

	   	  -‐	  ETF.com	  

One More thing – Say What? BABA’s not in the index 

One	  place	  you	  won't	  get	  Alibaba:	  The	  big	  ETFs	  
“Alibaba's	  blockbuster	  debut	  as	  a	  publicly	  
traded	  stock	  has	  been	  everywhere.	  One	  place	  it	  
won't	  be,	  though,	  is	  in	  a	  lot	  of	  investor	  
porFolios…..The	  fact	  that	  they're	  saying	  it	  
won't	  be	  in	  many	  indices,	  or	  broadly	  followed	  
indices,	  it	  raises	  the	  ques@on	  of	  what	  indices	  
are	  supposed	  to	  do.”	  -‐	  USA	  Today	  

Alibaba	  doesn’t	  fit	  
into	  the	  indexing	  
framework	  at	  
FTSE	  and	  MSCI	  so	  
“it	  kind	  of	  just	  
gets	  lost.”	  	  
	  	  	  	  	  	  	  	  -‐	  Morningstar	  

Didn't buy into the Alibaba IPO? 
You may own it anyway… 
“…So	  how	  about	  an	  ETF	  that	  tracks	  
Chinese	  firms?	  Not	  so	  fast:	  The	  major	  
indexes	  for	  Chinese	  shares	  don't	  
consider	  Alibaba	  a	  Chinese	  company	  
(Alibaba	  is	  incorporated	  in	  the	  
Cayman	  Islands),	  so	  you	  won't	  find	  
Alibaba	  in	  those	  funds	  either.”	  	  

	  –	  Consumer	  Reports	  

“…why	  even	  
have	  these	  
indexes?”	  
	  -‐	  CNBC.com	  

“It’s the clash of the old world legacy 
index companies with the fast pace of 
IPOs and ETFs today” -‐	  Tom	  Lydon	  
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Not just BABA 
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Private Companies inside of Public Companies 
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Flipkart – “the Alibaba of India” 

Next IPO? 
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“The Steve Jobs of Africa” – Konga CEO Sim Shagaya 
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The Case for the EMQQ Index 
•  Growth - The Great Confluence  

‒  EM Consumer + Smartphones + Internet via Mobile Broadband  
‒  Ecommerce models “leapfrogging” traditional models 
‒  Ecommerce growing 5x as fast as consumption 
 

•  Completion 
‒  “New” exposure to holders of largest Emerging Markets ETF (VWO) 
‒  Significant exposure to Private Companies & Frontier Markets 

•  Better Corporate Governance 
‒  No State Owned Enterprises 
‒  Most companies backed by U.S. VC & trade on U.S. exchanges 
 

•  Current Valuations Compelling 
‒  PEG Ratio < 1.0 
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•  Overseen by EMQQ Index Committee 

•  Rules Based  
–  All companies with >50% of revenue from internet and/or ecommerce in 

emerging and frontier markets 
–  Minimum $300mm market capitalization 
–  Liquidity screen $1.0mm average daily turnover 
–  Rebalanced semi-annually in June & December 

•  Licensed to Exchange Traded Concepts as the basis for an ETF  

•  EMQQ The Emerging Markets Internet ETF (NYSE: EMQQ) 

•  More information at www.EMQQindex.com 

EMQQ Index Overview 
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Weight Name Exchange Ticker Country Sector 
8.00% Alibaba Group Holding ADR New York Stock Exchange BABA CHINA Online Retail 
7.50% Tencent Holdings Ltd. Hong Kong Stock Exchange 0700 CHINA Social Network 
7.00% Naspers Limited Class N Johannesburg Stock Exchange NPN SOUTH AFRICA Social Network 
6.50% JD.com, Inc. Sponsored ADR Class A NASDAQ JD CHINA Online Retail 
6.00% Baidu, Inc. Sponsored ADR Class A NASDAQ BIDU CHINA Search Engine 
5.50% Naver Corp. Korea Exchange 035420 SOUTH KOREA Search Engine 
5.00% Vipshop Holdings Ltd. Sponsored ADR New York Stock Exchange VIPS CHINA Online Retail 
4.50% Yandex NV Class A NASDAQ YNDX RUSSIA Search Engine 
4.35% MercadoLibre SA NASDAQ MELI ARGENTINA Online Retail 
3.40% SINA Corp. NASDAQ SINA CHINA Internet Portal 
3.12% Ctrip.com International Ltd. Sponsored ADR NASDAQ CTRP CHINA Online Travel 
2.67% Qihoo 360 Technology Co., Ltd. ADR Class A New York Stock Exchange QIHU CHINA Internet Security 
2.53% Bitauto Holdings Ltd. Sponsored ADR BM&F Bovespa BTOW3 CHINA Online Marketplace 
2.46% B2W - Companhia Digital New York Stock Exchange BITA BRAZIL Online Retail 
2.34% NCsoft Corporation Korea Exchange 36570 SOUTH KOREA Online Gaming 
2.33% SouFun Holdings Ltd Sponsored ADR Class A New York Stock Exchange SFUN CHINA Online Marketplace 
2.32% Jumei International Holding Ltd Sp ADR Class A New York Stock Exchange JMEI CHINA Online Retail 
2.16% Leju Holdings Ltd. Sponsored ADR New York Stock Exchange LEJU CHINA Online Marketplace 
2.12% Daum Communications Corp Korea Exchange 035720 SOUTH KOREA Social Network 
1.94% Sohu.com, Inc. NASDAQ SOHU CHINA Internet Portal 
1.78% Weibo Corp Sponsored ADR Class A NASDAQ WB CHINA Social Network 
1.54% 51job Inc Sponsored ADR NASDAQ JOBS CHINA Online Marketplace 
1.43% Autohome, Inc. Sponsored ADR Class A New York Stock Exchange ATHM CHINA Online Marketplace 
1.33% NetEase, Inc. Sponsored ADR NASDAQ NTES CHINA Online Gaming 
1.28% YY, Inc. Sponsored ADR Class A NASDAQ YY CHINA Social Network 
1.14% Youku Tudou, Inc. Sponsored ADR Class A NASDAQ YOKU CHINA Online Video 
0.88% Mail.ru Group Ltd. Sponsored GDR RegS London Stock Exchange MAIL RUSSIA Search Engine 
0.87% Xunlei Ltd. ADR NASDAQ XNET CHINA Online Video 
0.84% Info Edge India Ltd. Bombay Stock Exchange 532777 INDIA Online Marketplace 
0.83% MakeMyTrip Ltd. NASDAQ MMYT INDIA Online Travel 
0.81% PChome Online, Inc. Taipei Stock Exchange 8044 TAIWAN Internet Portal 
0.77% HC International, Inc. Hong Kong Stock Exchange 8292 CHINA Online Marketplace 
0.76% E-Commerce China Dangdang, Inc. ADR Class A New York Stock Exchange DANG CHINA Online Retail 
0.69% 58.com Inc. Sponsored ADR Class A New York Stock Exchange WUBA CHINA Online Marketplace 
0.50% Interpark Corporation Korea Exchange 035080 SOUTH KOREA Online Retail 
0.45% Wemade Entertainment Co., Ltd. Korea Exchange 112040 SOUTH KOREA Online Gaming 
0.43% Shanda Games Ltd. Sponsored ADR Class A NASDAQ GAME CHINA Online Gaming 
0.41% Qiwi Plc Sponsored ADR Class B NASDAQ QIWI RUSSIA E Payments 
0.41% 21Vianet Group, Inc. Sponsored ADR Class A NASDAQ VNET CHINA Other Internet 
0.41% Renren Inc. Sponsored ADR Class A New York Stock Exchange RENN CHINA Social Network 
0.38% LingthInTheBox Holding ADR New York Stock Exchange LITB CHINA Online Retail 
0.34% Qunar Cayman Islands Limited ADR Class B NASDAQ QUNR CHINA Online Travel 

EMQQ Index Holdings (at last rebalance 12.18.15) 

For current holdings see http://www.emqqetf.com/emqq-holdings.aspx 
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The Future Of Emerging Markets is Here 
 

Q&A 
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     Contact 

www.bigtreecapital.com  
Kevin Carter 
415.533.2249 
kcarter@bigtreecapital.com 
 
 
•  Not all investments are suitable for all investors. 

•  There are risks in investing including the risk of capital loss.  

•  All commentary, analysis and opinions represent the subjective views of Big Tree Capital and are subject to change at any time without notice. 
 
 

 


