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The EM pendulum
It’s easy to forget, after a decade dominated by US stocks, that investing is not about chasing 
what has just done well, but about building a portfolio that is robust across a wide range 
of possible futures. Emerging markets have, for some time, lagged their developed market 
counterparts - particularly the US. This has led some to question their place in a diversified 
portfolio. This underperformance is not a reason to abandon them. In fact, it’s precisely why they 
remain important.
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Emerging markets are expected to deliver higher long-term returns than developed markets. Why? 
Because they come with higher risks - political, economic, governance-related - and investors demand 
compensation for bearing those risks. Over the long term, this ‘risk premium’ has been rewarded. Since 
July 1989, emerging markets have delivered around 0.7% per annum over developed markets1, a small 
but not insignificant number.

Of course, these returns don’t come in straight lines. If they did, there would be no reason to own 
developed markets at all. The reality is that emerging markets are volatile, even more so than their 
developed counterparts. They can detract from a globally diversified portfolio for certain periods and add 
to it in others, as the chart below demonstrates. Those who remain invested through both the ups and 
downs tend to be the ones rewarded. 

A well-diversified global portfolio, with exposure to both developed and emerging markets, helps manage 
the risk of any one part of the portfolio performing poorly. It reduces reliance on any single region or sector 
and increases the likelihood of capturing returns wherever they arise. Diversification is the antidote to both 
FOMO and regret - the chart on the next page captures this well with the green squares performing in the 
middle of the various regions around the globe.

Figure 1: Emerging markets have zigged and zagged
Indices: Fama/French Total US, International, Emerging Markets indices. Period: 01/07/1989 - 31/05/25. Returns in GBP.
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Figure 2: Diversification mitigates poor outcomes in any one region

Indices: Fama/French Total US Market, International, Emerging markets indices. Albion World Stock Market Index 

Period: 01/01/2010 - 31/12/24. Returns in GBP.

Emerging markets may not have had their day in the sun recently, but the case for holding them remains 
as strong as ever. They offer a return premium, diversification benefits, and exposure to the world’s 
fastest-growing economies. Staying the course is not always easy - but it is often the most rewarding 
path.



Other notes and risk warnings
Use of Morningstar Direct© data

© Morningstar 2025. All rights reserved. The information contained herein: (1) is proprietary to Morningstar and/
or its content providers; (2) may not be copied, adapted or distributed; and (3) is not warranted to be accurate, 
complete or timely. Neither Morningstar nor its content providers are responsible for any damages or losses arising 
from any use of this information, except where such damages or losses cannot be limited or excluded by law in your 
jurisdiction. Past financial performance is no guarantee of future results.

Risk warnings
This article is distributed for educational purposes only and must not be considered to be investment advice or an 
offer of any security for sale. The reference to any products is made only to make educational points and must, in no 
circumstances, be deemed to be any form of product recommendation.

This article contains the opinions of the author but not necessarily the Firm and does not represent a 
recommendation of any particular security, strategy or investment product.  Information contained herein has been 
obtained from sources believed to be reliable but is not guaranteed.  

Past performance is not indicative of future results and no representation is made that the stated results will 
be replicated.

Errors and omissions excepted.

Barnett Ravenscroft Wealth Management is a trading name of Barnett Ravenscroft Financial Services Ltd which is 
authorised and regulated in the United Kingdom by the Financial Conduct Authority FRN: 225634 and registered in 
England and Wales under Company No. 04013532.

The registered office address of the Firm is 13 Portland Road, Edgbaston, Birmingham, B16 9HN

End notes.

1.
Fama/French Emerging Markets Index, Albion World Stock Market Index. Period: 01/07/1989 - 31/05/25.
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