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Key takeaways

	ɽ The conditions that have shaped the relative 
performance of emerging and developed market 
shares are changing.

	ɽ Several factors provide a supportive backdrop for 
emerging market (EM) equity allocations: a new 
US dollar cycle, robust earnings growth and relative 
valuations at historically cheap levels.

	ɽ While South African investors have emerging markets 
exposure via domestic portfolios, a broad EM 
portfolio may be a more effective way to access the 
opportunity and can complement existing holdings.
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EM equities had a banner 2025, outpacing global 
equities and even the mighty US stock market. 
We think this outperformance is more than a 
flash in the pan. Don’t expect every year to be 
like 2025, but the conditions that have shaped 
the relative performance of emerging and 
developed market shares are changing.

A different backdrop 
First, let’s examine the case for emerging market equities, an asset class that has 
been out of favour for more than a decade. A big headwind for EM stocks has been 
the strong US dollar (historically, the US currency has had an inverse relationship 
with EM equities). Over the past 15 years, the trade-weighted US dollar, which 
compares the greenback with currencies widely used in international trade, has 
appreciated by about 40%.

However, there are signs the dollar may have entered a new cycle, not least 
because the US administration appears to see a weaker currency as a lever to help 
reset global trade (see Figure 1). This matters for investors because dollar cycles 
are lengthy, lasting 18 years on average (the current one is decidedly long in the 
tooth at 20+ years old). If the dollar cycle has indeed turned, the headwind for 
EM equities could turn into an ongoing tailwind. 

This might sound like good news for South African investors, whose 
domestic investments already provide EM exposure. However, a 
broad EM portfolio may be a more effective way to access the 
opportunity, complementing both domestic holdings and developed 
market allocations. 

Figure 1: US dollar – a turn in the cycle?

EM equities tend to outperform when the US dollar is weakening (and vice versa)

Source: FactSet, Emerging Markets Equities = MSCI Emerging Market, Developed Markets Equities = 
MSCI World, March 2026.
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Second, earnings at EM companies are improving. Having bottomed in 2023, 
EM corporate profits maintained positive momentum through 2024 and 2025. 
EM companies are forecast to deliver c.30-35% earnings-per-share growth 
for FY2026, which is a positive indicator if historical relationships between 
earnings and stock-index returns hold true.

Finally, valuations are supportive. The relative value of EM versus US equities 
is at a multi-decade low. That indicates an advantageous starting point for 
an allocation: historically, when EM valuations have been in the top quintile 
(20%) of ‘cheapness’ relative to US equities, EM equities have on average 
outperformed US equities by >50% over the subsequent five-year period.

Broadening exposure  
beyond South Africa 
All else being equal, South Africa’s stock market should benefit from these 
aligning stars. But in the wide and wonderful developing world, ‘all else’ is 
rarely equal. Individual emerging markets and regions have very different 
characteristics and are subject to idiosyncratic impacts. Consequently, 
return dispersion across EM countries can be wide.

For those looking to access the opportunity, we think a broad EM equity 
portfolio can be a more effective route. Such a portfolio can complement 
a domestic allocation in several important ways. Firstly, it helps mitigate 
the concentration risks inherent in a single-country portfolio. South 
African equities are relatively concentrated in a narrow set of sectors, 
notably banks and financial services (22% of the FTSE/JSE All Share 
Index1), resources (32%) and a handful of large index constituents. The 
broader emerging market opportunity set provides more diversified 
exposure across industries, including technology, advanced 
manufacturing, digital platforms and consumer-driven growth.

Secondly, a dedicated EM allocation offers access to structural 
growth themes that are not meaningfully represented in the South 
African market. These include areas such as semiconductor 
manufacturing in Asia, the rapid adoption of electric vehicles and 
renewable energy in China, and the expansion of middle-class 
consumption across parts of Asia and Latin America. Finally, 
investing across a wider set of emerging markets introduces 
additional sources of return through currency diversification 
and differing economic cycles. This can enhance portfolio 
resilience over time, particularly in periods where  
domestic growth and the rand are under pressure.

1.	 As at 31 March 2026.
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Past performance does not predict future returns; losses may be made. 
These returns are hypothetical, were not attained by any client, or portfolio managed 
by Ninety One, and are for illustrative purposes only.  Source: eVestment, June 2025. 
Returns are in ZAR, gross returns. For further information on Model return results, 
please see the Important information section.
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Our analysis of monthly returns over the past 10 years (see 
Figure 2) indicates that blending emerging market equities with 
a domestic equity allocation has historically been associated 
with improved return and volatility characteristics relative to a 
standalone domestic portfolio.

Figure 2: Blending analysis 
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How to build an EM portfolio
For those that decide to allocate to EM equities, there are multiple options. 
A useful starting point is to recognise that this asset class is cyclical and can be 
volatile: over the past two decades, EM equities have often tended to be one of 
the best- or worst-performing equity segments in any given year.

Diversification is therefore important. However, passive index funds may not 
spread risk as widely as expected. The MSCI Emerging Markets Index has a 13% 
weighting in a single stock, Taiwan Semiconductor Manufacturing Company. 

Carefully constructed, an active portfolio that focuses on bottom-up stock-
picking can mitigate such concentrations, as well as the risks of having a bias 
towards certain equity ‘styles’ such as growth or quality. The latter can make 
a portfolio vulnerable to shifts in the market regime, as we saw recently when 
fears about AI disruption sparked a sharp sell-off in many ‘growth’ equities, 
such as software providers.

EM equities are also well-suited to active investing because emerging 
financial markets tend to be less efficient than their developed peers. 
Structural and behavioural inefficiencies mean asset prices are less likely to 
reflect all available information, creating opportunities for skilled investors to 
generate alpha.

Time for a closer look
We believe the conditions that shaped the relative performance of EM and 
developed market equities over the past decade and more are changing.  
For those considering making an allocation, we would highlight the following:

Ninety One launches Emerging Markets Equity Feeder Fund
We are delighted to offer a new rand-denominated feeder fund of our  
Ninety One Emerging Markets Equity Fund, a core equity fund seeking to  
generate alpha across emerging market cycles. 

1 South African investors typically have exposure to EM equities via 
their domestic portfolios. However, a broad EM equity portfolio 
can give exposure to the full opportunity set and complement 
both South African and developed market allocations.

2 EM equity portfolios should be planned carefully as this 
asset class is cyclical and can be volatile.

3 Passive EM equity indices may be concentrated by region, 
sector and equity ‘style’. A carefully constructed active 
approach can mitigate these risks, while capturing the 
inefficiencies inherent in emerging financial markets.

https://ninetyone.com/en/south-africa/funds-strategies/funds/emerging-markets-equity-feeder-h-inc-zar-zae000316337
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Important information

All information, representations and opinions provided are of a general nature and provided for information purposes only. We are not acting and do 
not purport to act in any way as an advisor or in a fiduciary capacity. No one should rely or act upon such information or opinion without appropriate 
professional advice. We endeavour to provide accurate and timely information but make no representation or warranty, express or implied, with 
respect to the correctness, accuracy or completeness of the information and opinions. We do not undertake to update, modify or amend the 
information on a frequent basis or to advise any person if such information subsequently becomes inaccurate. If specific funds are mentioned please 
refer to the relevant fact sheet for the necessary information regarding those funds. 

Ninety One Fund Managers SA (RF) Pty Ltd, “the Management Company”, is registered as a management company under the Collective Investment 
Schemes (CIS) Control Act 45 of 2002. The Management Company has outsourced its portfolio management to Ninety One SA (Pty) Ltd (the 
Manager), a member of the Association for Savings and Investment South Africa (ASISA). CIS are generally medium to long-term investments, the 
value of which may go down as well as up. Past performance is not necessarily a guide to future performance. The Management Company does 
not provide any guarantee either with respect to the capital or the return of a portfolio. CIS are traded at ruling prices and can engage in borrowing 
and scrip lending. A schedule of fees and charges may be requested from the Management Company. Where performance fees are charged, 
these are applied daily and quoted net of fees with income reinvested. Though portfolio performance is shown, individual performance may differ 
depending on factors such as initial fees, date of actual investment and reinvestment of earnings and withholding tax where applicable. Fluctuations 
or movements in exchange rates may cause the value of the underlying international investments to go up or down. Where the fund may invest in 
foreign securities, it can be exposed to specific material risks, such as potential constraints on liquidity and the repatriation of funds, macroeconomic 
risks, political, foreign exchange, tax and settlement risks, and potential limitations on the availability of market information. The Management 
Company may close the fund to new investors or stop additional investments by existing investors, to ensure the fund remains in line with its 
investment mandate or objectives. If there are too many withdrawals from the fund, it could impact its liquidity. In such cases, withdrawal instructions 
may be processed differently to safeguard the fund.

A feeder fund is a portfolio that invests in a single portfolio of a CIS, which levies its own charges, and which could result in a higher fee structure for 
the feeder fund. 

Indices are shown for illustrative purposes only, are unmanaged and do not take into account market conditions or the costs associated with 
investing. Further, the manager’s strategy may deploy investment techniques and instruments not used to generate Index performance. For this 
reason, the performance of the manager and the Indices are not directly comparable.  If applicable, MSCI data is sourced from/copyright of MSCI 
Inc., MSCI Solutions LLC, or their affiliates (“MSCI”), or information providers (together the “MSCI Parties”). Please note an important disclaimer 
applies to MSCI data and can be found at: Notice and Disclaimer for Reporting Licenses | MSCI. For regulatory disclosures mandated under the 
EU ESG Rating Activities Regulation (Regulation (EU) 2024/3005), please visit www.msci.com/legal/sustainability-and-climate-resources-and-
disclosures for methodology and organizational disclosures and https://one.msci.com for rating level disclosures.  FTSE data is sourced from FTSE 
International Limited (‘FTSE’) © FTSE 2026. Please note a disclaimer applies to FTSE data and can be found at www.ftse.com/products/downloads/
FTSE_Wholly_Owned_Non-Partner.pdf.

Back-tested model and hypothetical results

Hypothetical performance results shown in the Viewpoint on the preceding pages are back-tested and do not represent the performance of any 
account, fund or strategy managed by Ninety One but were achieved by means of the retroactive application of its 4Factor, certain aspects of which may 
have been designed with the benefit of hindsight. The hypothetical back-tested performance does not represent the results of actual trading using client 
assets nor decision-making during the period and does not and is not intended to indicate the past performance or future performance of any account 
or investment strategy. If actual accounts had been managed throughout the period, ongoing research might have resulted in changes to the strategy 
which might have altered returns. The actual performance of any account or investment strategy managed by Ninety One will differ, perhaps materially, 
from the hypothetical back-tested performance results for each factor shown herein for several reasons, including without limitation the following:

Manager discretion – Ninety One may (and will) from time to time consider subjective factors in addition to those noted herein in managing any 
account. It may rebalance an account more frequently or less frequently than annually and at times other than presented herein. It may adjust the 
4Factor process in response to market conditions or otherwise. 

Cash – the hypothetical back-tested performance results assume full investment, whereas an account managed by Ninety One may have a positive 
cash position upon rebalance. Had the hypothetical back-tested performance results included a positive cash position, the results would have been 
different and generally would have been lower. The hypothetical back-tested performance results for each factor do not reflect any transaction 
costs of buying and selling securities, investment management fees (including without limitation management fees and performance fees), custody 
and other costs, or taxes – all of which would be incurred by an investor in any account managed by Ninety One. If such costs and fees were 
reflected, the hypothetical back-tested performance results would be lower. 

Dividend Reinvestment – The hypothetical back-tested performance does not reflect the reinvestment of dividends and distributions there from, 
interest, capital gains and withholding taxes. Accounts managed by Ninety One are subject to additions and redemptions of assets under management, 
which may positively or negatively affect performance depending generally upon the timing of such events in relation to the market’s direction.

Except as otherwise authorised, this information may not be shown, copied, transmitted, or otherwise given to any third party without Ninety One’s 
prior written consent. Ninety One Investment Platform (Pty) Ltd and Ninety One SA (Pty) Ltd are authorised financial services providers. © 2026 
Ninety One. All rights reserved. Issued by Ninety One, May 2026.

Contact information

36 Hans Strijdom Avenue 
Foreshore, Cape Town 8001 
Telephone: +27 (0)21 901 1000

Client service support: 0860 500 100 
Email: clientservice@ninetyone.com

Financial advisors
Advisor Service Centre: 0860 444 487.  
Alternatively, please contact your Ninety One investment consultant. 

www.ninetyone.com
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