Global Perspectives, June 2018:
Are the “Emerging Markets” Really Emerging?
Many investors believe it’s particularly risky to invest in
the so-called “emerging markets” – less-developed
countries ranging from Armenia to Zimbabwe. Investing
in the emerging markets has often provided good
returns, but it has also produced periods of extreme
volatility and capital losses, especially when the U.S.
Federal Reserve is raising interest rates, as it is right
now. Moreover, many of these countries suffer from
government corruption, weak property rights, poor
regulation, and on-again, off-again economic reforms.
Nevertheless, we have just conducted a study that
suggests many emerging markets could soon become at
least as rich as an advanced country, which may make
them better and more stable investment targets. That’s
surprising, since similar studies we carried prior to the
Great Recession suggested most emerging markets
would have a much harder time becoming so rich. Our
new study suggests things have changed.
If that
translates into better emerging-markets investment
performance, exposure to those markets may make
sense for more investors.
Defining ‘Emerging Markets’
The emerging markets have been popular among some
investors for a long time, but no single definition of these
markets has ever gained universal acceptance.
Generally, however, a country is considered an emerging
market simply if it isn’t one of the world’s few rich,
industrialized nations. For this study, we considered the
emerging markets to be all those countries that are not
currently listed among the “advanced economies” in the
World Economic Outlook published semiannually by the
International Monetary Fund (IMF).
The IMF’s advanced economies all have a relatively high
level of per-capita gross domestic product (GDP), owing
to their highly developed, competitive industries. The
richest advanced country today is Macao, with per-capita
GDP in 2017 of $111,629 (adjusted for the purchasing
power of its currency). The second richest advanced
country is Luxembourg, with per-capita GDP of $106,374.
Of course, economic performance can often be distorted
in small, open economies like Macao and Luxembourg, so
the figures for large, complex economies may be more
illustrative. For example, Switzerland had a per-capita

GDP of $61,422 in 2017, making it the sixth richest
advanced country. The United States was in ninth place
among the advanced countries, with per-capita GDP of
$59,501. Because of Greece’s painful economic crisis
over the last decade, it had per-capita GDP of just
$27,773 in 2017, making it the second poorest advanced
country. The very poorest of the advanced countries was
Latvia, with per-capita GDP of $27,644 in 2017.
The question in our study was whether and when any of
today’s emerging markets might reasonably be expected
to “catch up” with at least the lowest per-capita GDP
among the advanced countries (currently Latvia). To
simplify our analysis, we focused on a sample of 38 large
developing countries that already have a relatively high
level of per-capita GDP or high GDP growth rates (see
Appendix). The 38 emerging markets in our sample
included countries such as China (per-capita GDP of
$16,660), Brazil (per-capita GDP of $15,602), Indonesia
(per-capita GDP of $12,378), and India (per-capita GDP
of $7,183). Four of today’s emerging markets – Poland,
Hungary, Malaysia, and Russia – already had per-capita
GDP slightly above Latvia’s in 2017.
The Coming Catch-Up
To conduct our study, we projected the per-capita GDP of
each advanced and emerging country over the next 20
years, using various growth assumptions. Among the
IMF’s advanced countries, we excluded only Macao and
San Marino, since their small, open economies seemed to
produce distorted levels of per-capita GDP, as mentioned
above.
Our sample of emerging markets not only
emphasized those with relatively high per-capita GDP or
strong GDP growth rates, but it also excluded petroleum
dependent economies such as Saudi Arabia and
Venezuela, since the boom and bust cycles in oil prices
can have a particularly distorting effect on their percapita figures. We also excluded a few countries because
of a lack of historical data. In the end, the main
scenarios we analyzed produced the following results:

Individualized 20-Year Growth Rates.

In this
scenario, we projected each country’s per-capita GDP in
2037 based its average annual growth rate over the last
two decades. For example, since U.S. per-capita GDP
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rose at an average rate of 3.2% over the 20 years ended
in 2017 (including inflation), this scenario projected it
would keep growing at that rate in the coming 20 years.
As a result, U.S. per-capita GDP was projected to rise to
$112,202 in 2037 (see Figure 1). Because of Latvia’s
strong historical growth rate of 7.0% over the last 20
years, this method projected its per-capita GDP would
reach $106,746 in 2037, surpassing most other advanced
countries. In contrast, Greece’s per-capita GDP, with its
past 20-year growth rate of just 2.3%, was projected to
be the poorest of the advanced countries in each year
from 2018 to 2037, at which point its per-capita GDP was
projected to reach just $43,642. The key finding in this
scenario was that if each emerging country’s per-capita
GDP is projected at its 20-year historical rate, fully 18 of
the 38 emerging countries in our sample would be richer
than the poorest advanced country (Greece) in 2037.
Among the larger, more important emerging markets,
China was projected to overtake Greece in 2024, and it
was forecast to overtake the United States in 2036.
Turkey’s per-capita GDP was projected to overtake
Greece’s in 2019, although it would never come close to
overtaking the United States. Many major emerging
markets are never projected to overtake Greece in this
scenario, including India, Brazil, and Mexico.
Figure 1.

Individualized 10-Year Growth Rates.

The only
change in this scenario was that we projected each
country’s future per-capita GDP using its average growth
rate over the last 10 years instead of the last 20 years.
Because of the Global Financial Crisis that began in 2008,
growth rates in this scenario were generally lower than in
the first. For example, U.S. per-capita GDP in this
scenario was projected to rise at its 10-year historical
rate of just 2.2%, leaving it at $91,604 in 2037 (see
Figure 2). Latvia’s per-capita GDP was projected to grow
at a rate of just 2.9%, leaving it at $48,899 at the end of
the period. Greece continued to lag, but we assumed it
couldn’t continue to contract at a rate of 1.1% a year as
it did over the last ten years. We therefore held its per-

capita GDP steady at its 2017 rate of $27,773. Reflecting
the relatively better performance of the emerging
countries over the last decade, this scenario projected
that all but nine of the emerging markets in our sample
would overtake Greece’s per-capita GDP by 2037.
However, many large emerging markets failed to catch
up, including Vietnam, Brazil, South Africa, and Pakistan.
Figure 2.

Group 20-Year Growth Rates. In our next scenario,

we decided to be completely agnostic about each
country’s own past growth rates. Instead, we assumed
each country’s growth rate might “revert to the mean” or
start to approach the average rate for its group. An
emerging market that might have grown extraordinarily
fast over the last two decades might slow, or an
advanced country that was lagging might adopt new,
pro-growth policies and start to grow faster again. In
this scenario, we projected each advanced country’s percapita GDP at the advanced countries’ 20-year average
growth rate of 3.3%, while each emerging country’s was
projected at the emerging countries’ 20-year average of
5.8%. With each country in a group growing at the same
rate, this scenario would of course produce no change in
ranking within each group. Latvia would remain the
poorest of the advanced countries, with its per-capita
GDP reaching $52,850 in 2037. However, because of the
emerging markets’ relatively high group growth rate, this
scenario showed that fully 20 of the 38 in our sample
would overtake Latvia’s per-capita GDP by 2037,
including some with relatively high incomes but slow
growth rates today, such as Mexico. Ironically, China’s
projected growth rate would slow so much that it would
fail to catch up to Latvia.

Group 10-Year Growth Rates. This scenario was the
same as the “Group 20-Year” scenario immediately
above, except that we projected each country’s growth
by the average rate of its group over the last 10 years
instead of the last 20 years. We projected all the
advanced countries’ per-capita GDP at an annual rate of
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2.2%, while we projected all the emerging countries’ percapita GDP at an annual rate of 5.1%. In this scenario,
Latvia remained the poorest advanced country, with a
per-capita GDP of $42,957 in 2037. Because of their
relatively higher growth in this scenario, 22 of the 38
emerging markets were projected to overtake Latvia by
2037. Notably, however, this scenario’s assumption that
China’s growth would slow to the average emerging
markets pace means it would only barely catch Latvia by
the end of the period. Many other big emerging markets
would still fall short. For example, even with this
scenario’s implication that Brazil’s growth would
accelerate to the group average, the country’s per-capita
GDP in 2037 would still only be $42,511.

(just like it’s risky to assume that an investment’s past
performance is indicative of its future performance). A
country’s future economic trajectory will be influenced by
a whole range of external and internal influences, the mix
of which will probably be unlike anything that came
before. That’s why it’s best to consider our various
scenarios here simply as examples.
They merely
illustrate how the relative wealth of different countries
may change over time, based on various projection rates
that happen to be rooted in historical precedent. We also
considered a number of other projection methodologies,
but the same can be said of them. They were consistent
with the results discussed above, but they are still just
illustrative examples.

Individualized 20-Year/10-Year Growth Rates.

Nevertheless, we found this analysis to be eye-opening,
as it seemed to mark a profound change in global
economic fortunes over the last ten years or so. Previous
versions of this analysis in the early 2000s had suggested
that relatively few emerging markets were truly
emerging. Those previous versions of the analysis were
heavily influenced by the advanced countries’ higher
inflation during the 1980s and 1990s, as well as their
relatively rapid real growth during the Technology Boom
at the very end of the century. The previous versions of
the analysis projected the advanced countries’ per-capita
GDP at a relatively high rate. In contrast, the projection
rates for the emerging markets were relatively subdued,
in part because their per-capita GDP was projected at
historical growth rates that were held down by the Asian
financial crisis of 1998 and its aftermath. That created a
situation where it looked like the emerging markets were
trying to catch a speeding train. Per-capita GDP in the
advanced countries was not only starting out at a much
higher level, but it was expected to rise so fast that it
would take the emerging markets a very long time to
catch up. The current analysis suggests the situation
might have changed. Things look different now that the
impact of factors such as the Technology Boom and the
Asian financial crisis are fading away, and now that the
advanced countries are increasingly burdened by high
debt, slowing birthrates, population aging, and muted
productivity growth. As we in the advanced countries
look down the road toward the horizon, we may soon feel
that the emerging markets are gaining on us. We may
start to sense that the road is about to become a lot
more crowded, with unknown consequences for global
politics, security, economics, and finance.

From the analysis so far, it should be clear that the
differing fortunes of the advanced countries and the
emerging markets can probably be traced to the global
growth slowdown of the last decade. Per-capita GDP
growth in the advanced countries has fallen from a rate
of 3.3% over the last 20 years to a rate of just 2.2% over
the last 10 years. Growth in the emerging markets has
slowed less sharply, from 5.8% in the last 20 years to
5.1% in the last 10 years. We therefore wondered what
would happen if we projected that each advanced
country would see its growth rate rebound to its 20-year
average while each emerging country’s growth rate
remained stuck at its 10-year rate. We found that even
in this scenario, almost half of the emerging markets in
our sample caught up with the poorest advanced country
(Greece) by 2037. We take that as robust evidence that
we are entering a new world where more emerging
nations will converge with the traditionally rich ones.
Figure 3.

Analysis and Implications
Obviously, the analysis we describe here is simplistic. It’s
always risky to assume a country’s future economic
performance can or should match its past performance

This analysis also has implications for our investment
strategy down the road. Of course, even if a lot of
today’s emerging markets eventually catch up with the
advanced countries in terms of per-capita productivity
and income, it’s not guaranteed that investing in them
will get more profitable. It’s also not guaranteed that
richer emerging markets will have substantially better
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property rights, regulation, volatility, and other factors
that affect investor returns. And finally, in the very near
term, the Federal Reserve’s current program of hiking
U.S. interest rates will probably keep hurting a lot of
emerging market stocks right now. Nevertheless, if the
future brings anything like the mass enrichment of the
emerging markets as suggested in our study, we think

better profitability and less volatility could indeed follow.
If it looks like the improvement in emerging market
economics is turning out as suggested here, we may at
some future point increase our emerging markets
exposure in our various strategies.

Patrick Fearon, CFA
Chief Investment Officer
Appendix

Per-Capita GDP in U.S. Dollars, 2017
Purchasing Power Parity, Nominal
Source: International Monetary Fund
Per-Capita
GDP in
Selected Emerging
Advanced Countries
2017
Markets
Macao
111,629
Poland
Luxembourg
106,374
Hungary
Singapore
93,905
Malaysia
Ireland
75,538
Russia
Norway
71,831
Turkey
Switzerland
61,422
Kazakhstan
Hong Kong SAR
61,393
Panama
United States
59,501
Chile
San Marino
59,466
Romania
Netherlands
53,635
Croatia
Iceland
51,842
Uruguay
Sweden
51,475
Bulgaria
Germany
50,425
Mauritius
Australia
50,334
Argentina
Taiwan
50,294
Iran
Denmark
49,883
Mexico
Austria
49,869
Lebanon
Canada
48,265
Turkmenistan
Belgium
46,553
Thailand
Finland
44,333
Azerbaijan
United Kingdom
44,118
Costa Rica
France
43,761
China
Japan
42,832
Brazil
Malta
41,945
Colombia
Korea
39,434
South Africa
New Zealand
38,934
Peru
Spain
38,286
Egypt
Italy
38,140
Indonesia
Puerto Rico
37,339
Armenia
Cyprus
37,023
Bhutan
Israel
36,340
Philippines
Czech Republic
35,512
Lao P.D.R.
Slovenia
34,407
India
Slovak Republic
33,025
Uzbekistan
Lithuania
32,299
Vietnam
Estonia
31,750
Angola
Portugal
30,417
Pakistan
Greece
27,737
Cambodia
Latvia
27,644

Per-Capita
GDP in
2017
29,521
29,474
29,041
27,834
26,893
26,252
25,351
24,537
24,508
24,424
22,371
21,687
21,640
20,876
20,200
19,903
19,439
18,126
17,856
17,492
16,877
16,660
15,603
14,485
13,545
13,334
12,671
12,377
9,456
8,744
8,315
7,366
7,183
6,929
6,913
6,753
5,358
4,012
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