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Finding the best emerging market opportunities:
• In the ‘New Normal’ of low long-term bond yields and a flat yield curve in developed markets,
investors are seeking investment themes that are not overly dependent on global economic growth
• Emerging Market countries may offer several strong equity investment opportunities
• Working-age population growth and rising incomes in many Emerging Markets could drive health
care, leisure and online spending
• Consumer spending, real estate, information technology and pharmaceutical business sectors will
see growth in selected markets
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For the last several years, global markets have experienced a
“New Normal” of low economic growth and persistently low
inflation. The tepid economic recovery from the great financial
crisis of 2008-2009 is one factor driving the New Normal. Low
long-term bond yields and a flat yield curve bears evidence
that the markets believe in the New Normal as the base
case scenario.
Demographics lend further support to the case for tepid
long-term growth. Global working-age population growth
for the period 1980-2008 was 1.75% annually, but the rate is
trending downward to an expected 0.71% annually over the
next 50 years.1 All else being equal, this translates to a roughly
1% loss in potential gross domestic product (GDP) growth. If
this outlook proves correct, investors will continue to seek out
investment themes that are not overly dependent on global
economic growth.
The UBS Emerging Markets Equities investment team analyzed
a spectrum of emerging markets (EM) and developed markets
(DM) to conclude that EM countries offer several strong equity
investment opportunities. The team’s proprietary research has
identified the most investable EM countries from a macro
perspective, and the most promising investment themes and
business sectors over the next few years.
Several EM countries are poised to outperform based on
growth, but GDP growth alone often does not translate into
improved equity market returns. Corporate performance and
secular investment themes that are attractive in a low
global-growth environment must also be present. The
investment team has identified four key EM growth themes
for the next five years: Consumer spending, healthcare, real
estate and information technology.
Developing a robust country-ranking framework
Countries that possess inherent growth drivers will likely have
an edge as profitable investments. To help us identify these
countries, we draw on research on the drivers of economic
growth and apply these to the current environment. In
particular, we have built on research by Robert Barro of
Harvard University, whose work in economic growth is among
the most cited empirical research on the topic.2 Barro’s model

identifies significant drivers of per capita GDP growth,
including starting GDP, education levels, government
consumption as a percentage of GDP, and political stability.
A second influence on our country-level evaluations is David
Bloom of Harvard University, whose work has focused on the
growth of the working-age population, rather than on growth
in total population.3 Another influence is the work of Antonio
Fatas and Ilian Mihov of INSEAD, who have identified the
“4 I’s” of economic growth: Innovation, initial conditions,
investment to GDP ratios and institutional quality (which we
proxy with the World Bank’s Ease of Doing Business Index).4
Using these sources, to develop composite country rankings,
we ranked 57 developed- and emerging-market countries
across six of the key factors identified by the research:
Working-age population growth during 2015-2020, average
education (years), ease of doing business, per capita GDP
in 2014 and purchasing power parity (PPP) in 2011 USD,
investment as a percentage of GDP and finally, government
consumption expressed as a percentage of GDP.
Our findings show that EM countries will likely produce 4.2%
working-age population growth in the next five years, while
developed market (DM) countries may shrink by 0.2%. EM
countries also have an advantage in catch-up potential, with
lower per-capita GDP to begin with, greater investment as a
percentage of GDP, and lower government consumption. The
differences between individual EM countries are as great as
the differences between EM and DM, hence while investing in
EM as a whole helps address the question of where to invest
in the New Normal, choosing the most promising countries
can yield better returns.
From a regional perspective, Emerging Asia comes out well,
driven by good demographics in most countries (notably
China), a smaller government sector, and high levels of
investment, especially in these Association of Southeast Asian
Nation (ASEAN) members: Malaysia, Indonesia, the Philippines
and Singapore. India is penalized in the rankings due to low
education and ease of doing business scores. China is
penalized for its poor demographics, somewhat low
education and ease of doing business scores.
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Outside of Asia, countries in the Emerging Middle East,
Africa and Latin America show relatively less growth potential
because of higher government consumption and lower
investment levels. However, Mexico, Peru and Chile are
notable exceptions.

both GDP growth and good-quality companies are more likely
to be good investments, both for active stock selection and
passive country-level strategies.
Based on our research, we find that Indonesia and the
Philippines are attractive as country-level passive plays, with
high GDP growth and good capitalization-weighted quality
scores. India and China are the most interesting of this group
for active stock pickers, given their reasonable GDP growth
potential and large number of high-quality large-cap
companies. Outside of Asia, Mexico is the only investable
market offering a healthy combination of growth potential
and high-quality companies.

Emerging Europe has quite a different set of scores. Education
scores are excellent, and ease of doing business is good.
However, the region is hampered by poor demographics,
with negative working-age population growth over the next
five years.
Looking beyond GDP growth
While earnings-per-share (EPS) growth is strongly correlated
to equity returns, it frequently lags economy-wide corporate
profits and GDP growth, partly due to earnings dilution due to
capital raising or to new entrants.5

Rise of the emerging market consumer
We see structural growth drivers across EM markets,
including rising income levels, which are lifting over 400
million households from middle class to higher middle class;
young, urban and tech-savvy consumers; and decreasing
dependency ratios (the ratio of non-working-age to
working-age population). Some examples:

Since economic growth alone is not sufficient, we need to
identify companies within the country that are unlikely to
dilute EPS growth with continual capital raising. To do that,
we used proprietary research that includes management
interviews, and qualitative and quantitative criteria to rate
individual EM companies on a five-point scale, from good (1)
to bad (5), along three critical measures: Industry structure
and company competitiveness; profitability, both current and
expected over the medium-term future; and corporate
governance and disclosure. We postulate that countries with

• In China, the percentage of middle-income households is
expected to rise to 51% of total households by 2020; India
will see an increase to 41%.6 Indonesia, the Philippines,
Brazil, Poland and Russia are also expected to see a sharp
increase in middle-income households.

Exhibit 1: Consumption patterns in developed markets offer a roadmap to evolving EM consumption trends
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Exhibit 2: Relative attractiveness of key consumer segments across EM
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• Mexico, Indonesia, Turkey, Brazil, Argentina, the Philippines
and Malaysia will enjoy an increasing middle class and
working-age population and a decreasing dependency ratio
over the next five years.7
• A s per capita income approaches the critical level of USD
5,000, consumption patterns change rapidly. Bangladesh,
Egypt, India, Indonesia, the Philippines are all poised to go
through this change.
In EM countries with these growth drivers, we see
four key trends
Rising discretionary spending: As income rises, more is spent
on education, leisure and entertainment; for example. US per
capita box office spending is 10 times higher than in China
and 24 times higher than in India. India in particular is
underserved, with only seven box office screens per million
people; among the lowest in EM countries. Spending on
consumer staples tends to plateau, while consumers upgrade
their dining choices, trading up from informal food stalls to
formal quick-serve restaurants.
Premium-ization is increasing: Consumers are trading up from
unbranded to branded merchandise and products in categories
that improve their quality of life. In China, for example, our
research shows that consumer focus has shifted to healthier
choices particularly in high-quality dairy and beer products.
7
8

Rapid growth of online channels: The online retail market in
EM countries could reach over USD 2.5 trillion by 2025,
representing a 13% compound annual growth rate (CAGR)
from current levels.8 Consumers are using online services
primarily for social networking and gaming, but online
shopping is becoming increasingly entrenched. China led the
EM pack in 2015, almost in line with the US at 13.8% of retail
sales conducted online. Importantly, it took China about five
years to move from ~2% e-commerce penetration to ~14%,
while the US took over 10 years to achieve that level of
growth. At the same time, the rising share of online trade is
disintermediating traditional distributors. Specifically, in China,
rising online penetration has been accompanied by declining
same-store sales for traditional retailers.
Increasing focus on personal wellness and health: Rising
affluence drives the demand for good-quality healthcare
services, while it also leads to higher incidences of lifestylerelated diseases (obesity, heart disease). Private expenditures
on healthcare in countries like India, Vietnam, Indonesia, the
Philippines and China have seen double-digit growth over the
past few years.

UN Population Prospectus, McKinsey, ADB, IMF, BCG, EIU, JP Morgan. The data on the middle class is from 2014.
Credit Suisse Emerging Consumer Survey, 2015.
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In other healthcare segments, innovation will be one of the
key drivers. We believe potential investments lie in leading EM
pharmaceutical companies that successfully break through the
innovation frontier. Our benchmarks for innovation in the
biotech sector are the pharmaceutical companies that research
and develop new chemical entities and/or biologics for the
treatment of disease and illnesses. For example, the increasing
number of out-licensing deals from Korean pharma to global
pharma companies – to help in potential commercialization of
new drug candidates – reflects the improving research and
development quality in Korea.

Exhibit 3: Growth in private expenditure on healthcare –
Compound Annual Growth Rate 2005-2014
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Innovators abound in healthcare sector
Rising affluence across EM countries is driving demand for
healthcare services. At the same time, a growing senior
population is leading to an increase in diseases such as obesity
and heart disease. South Africa specifically has a high burden
of disease due to HIV.

Source: World Health organization, 2014.

We see a biotech sector slowly emerging, particularly in China
and Korea, due to both countries’ efforts to create a worldclass biotechnology industry, helped by government policies,
such as attracting talent and/or controlling prices of oncehighly profitable generic drugs. We also favor pharmaceutical
companies outside of the biotech research category that show
signs of innovation and product differentiation.
Some of these developments were made possible by a reverse
brain drain to EM as global pharma companies cut jobs to
rightsize their cost base for the pending patent cliff in the
early years of the 2010 decade.9 In addition, as global pharma
companies restructured in developed markets, they invested in
EM countries, such as China and India.
Chinese urbanization will boost real estate sector
Today, the most urbanized global regions are North America
(82% in urban areas in 2014), Latin America and the
Caribbean (80%), and Europe (73%). As Exhibit 4 shows,
with a few exceptions, urbanization in Chinese cities is far
lower, averaging 52% among large cities. ASEAN regions
overall are expected to urbanize further over the coming

decades as eight million rural residents migrate to urban
centers annually from 2015 to 2020.10
Real estate may seem relatively unattractive in China and
the rest of EM due to low inflation. However, we see
opportunities in China as it displays three core differentiating
themes that will drive property companies’ investments in
the midterm:
1. Urbanization: China is focused on the development of big
city clusters. We see a strong potential for Tier-2 and top
Tier-3 cities, especially in central, western and northern
China, in the next 10 to 15 years.
2. Income growth: Countries such as China will experience
both rapid urbanization and rapid growth of gross national
income in the next 10 to 20 years.
3. M
 arket consolidation: Developers exposed to China’s
new urbanized clusters will benefit from higher growth due
to further market consolidation. By 2020, we believe that
the top 10 developers can grow their aggregated sales of
Renminbi (RMB) 1,069 billion in 2014 to RMB 2,619 billion
estimated by 2020, implying a compound annual growth
(CAGR) rate of approximately 16.1%.

P atent cliff refers to a surge in patent expirations beginning in the early 2010s for a number of blockbuster drugs developed in the early 1990s due to patent protection rules in
force at the time.
10
United Nations “World Urbanization Prospects” 2014.
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Exhibit 4: Urbanization rate in key Chinese cities
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EM internet space to continue good growth momentum
The internet has and may continue to see very good growth
potential in EM. We expect this trend to continue, while
existing market segments maintain their positive growth
momentum in selected markets, for example, in e-commerce,
digital ads, web search, video consumption and online mobile
gaming.
Relatively more exposure to domestic economies
Internet penetration is already high in parts of EM (particularly
in Asia), but is below 50% in many EM countries. Connectivity
will become more affordable and accessible in the New
Normal, especially with mobile devices becoming more
affordable. According to Pew Research, in India, two-thirds of
internet access is through smartphones, and in China, it is over
50%. If internet access across EM matures to developedmarket levels, we estimate this will translate into an additional
two billion EM internet consumers.

Conclusion: Opportunities outweigh risks for EM investors
Some investors have asked whether the rising labor costs that
are driving rising EM incomes and consumption will also have
negative effects, such as making multi-national companies
less inclined to continue outsourcing to these markets, or
whether automation will drive production back to developed
markets. Others ask if disruptive new technologies such as
three-dimensional printing or additive manufacturing will
create new business models that reduce outsourcing overall.
We constantly monitor developments in these areas and we
find that even though EM wages have risen they are still much
lower than in developed markets. Factory automation will
continue, in China and elsewhere. We believe it is unlikely that
disruptive new technologies will have a significantly negative
impact in the mid-term, and we expect offshoring of
production is a theme that will continue to be important to
EM, even as new growth drivers rise in prominence.
In contrast to much of the developed world, which will
continue to stagnate for years, several EM countries have
growing, youthful and tech-savvy populations, whose incomes
and consumer appetites are steadily rising. This, combined
with a good supply of investable business sectors and
companies, creates compelling investment opportunities.
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This summary is an excerpt from an upcoming research report developed by the UBS Emerging Markets Equities investment team,
led by Geoffrey Wong.
Disclosure
The views expressed are as of June 30, 2016 and are a general guide to the views of UBS Asset Management. This document does not replace portfolio and fund-specific materials.
Commentary is at a macro or strategy level and is not with reference to any registered or other mutual fund. This document is intended for limited distribution to the clients and
associates of UBS Asset Management. Use or distribution by any other person is prohibited. Copying any part of this publication without the written permission of UBS Asset
Management is prohibited. Care has been taken to ensure the accuracy of its content but no responsibility is accepted for any errors or omissions herein.
Please note that past performance is not a guide to the future. Potential for profit is accompanied by the possibility of loss. The value of investments and the income from
them may go down as well as up and investors may not get back the original amount invested.
This document is a marketing communication. Any market or investment views expressed are not intended to be investment research. The document has not been prepared in line with
the requirements of any jurisdiction designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of
investment research.
The information contained in this document does not constitute a distribution, nor should it be considered a recommendation to purchase or sell any particular security or fund. The
information and opinions contained in this document have been compiled or arrived at based upon information obtained from sources believed to be reliable and in good faith. All such
information and opinions are subject to change without notice.
A number of the comments in this document are based on current expectations and are considered “forward-looking statements.” Actual future results, however, may prove to be different
from expectations. The opinions expressed are a reflection of UBS Asset Management’s best judgment at the time this document is compiled and any obligation to update or alter
forward-looking statements as a result of new information, future events, or otherwise is disclaimed. Furthermore, these views are not intended to predict or guarantee the future
performance of any individual security, asset class or market generally, nor are they intended to predict the future performance of any UBS Asset Management account, portfolio or fund.
Services to US clients for any strategy herein are provided by UBS Asset Management (Americas) Inc. (“Americas”). Americas is registered as an investment adviser with the US
Securities and Exchange Commission (“SEC”) under the Investment Advisers Act of 1940.
For Brazil: This information is not intended for public use and must not be redistributed. UBS Asset Management (Americas) Inc. is not accredited with the Brazilian Securities
Commission – CVM to perform asset management or other services in Brazil, and its services and products may not be publicly offered or sold to the public in Brazil.
Indices referenced herein are not available for direct investment. For a detailed description of the indices referenced and further definitions of terms, please
visit: http://www.ubs.com/us/en/asset_management/individual_investors/mutual_fund.html

UBS Asset Management (Americas) Inc.
UBS Tower
One North Wacker Drive
Chicago, Illinois 60606
312-525-7100
assetmanagement-americas@ubs.com
©UBS 2016. All rights reserved.
C16-0671A 8/16
Legal Code: UBS816.6943C
www.ubs.com/am-us

UBS Asset Management (Americas) Inc. is a subsidiary of UBS Group AG.

