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The economic and market forecasts presented herein are for informational purposes as of the date of this presentation. There can be no assurance that 
the forecasts will be achieved.  Please see additional disclosures at the end of this presentation. Past performance does not guarantee future 
results, which may vary.  
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Fundamental Equity – Emerging Markets (EM) Equity
The Age of Asia 

Is Now the Time to Buy EM?

1) : A new superpower is emerging. Asia is becoming increasingly important in the global economy, powered by
far more than the twin powerhouses China and India alone. The continent is now home to over half of the 
world’s population and 21 out of the world’s 30 largest cities.

1
Asian economies have expanded rapidly over 

the last two decades, contributing 2/3 of the world’s economic growth and its share of world GDP expected to
eclipse the rest of the world by next year (exhibit). 

2

o China is the second largest economy in the world after the US – in fact, the largest economy in the 
world by purchasing power parity (PPP) – and remains one of the fastest growing, with Q1 2019 
GDP growth of 6.4% YoY.  

o India is now the world’ third largest economy and its GDP is expected to double to $6 trillion by
2027. India’s outlook continues to be bright relative to other emerging and developed market peers 
following the implementation of crucial reforms including the nationwide Goods and Services Tax
(GST) and anti-corruption measures like demonetization.

o Healthy growth in smaller economies has also contributed to Asia’s surge. Many countries in 
South and South East Asia – including Pakistan, Bangladesh and the ASEAN group (Brunei,
Cambodia, Indonesia, Laos, Malaysia, Myanmar, Philippines, Singapore, Thailand and Vietnam) –
are enjoying growth rates that are on par with or faster than China’s. 

An Emerging Superpower 

A new superpower is emerging. Asia is becoming increasingly important in the global economy, powered by the twin powerhouses China and India. The 
continent is now home to over half of the world’s population and 21 out of the world’s 30 largest cities.

1
 Asian economies have expanded rapidly over the 

last two decades, contributing 2/3
rds

 of the world’s economic growth, and expected to eclipse the rest of the world by next year as share of global GDP 
(exhibit). China is the second largest economy in the world after the US and remains one of the fastest growing, while India is now the world’s third 
largest economy.

1
 Healthy growth in smaller economies has also contributed to Asia’s surge. Many countries in South and South East Asia – including 

Vietnam, the Philippines, Cambodia and other ASEAN
2 
countries – are enjoying growth rates on par with or faster than China’s. This year, Singapore 

and Hong Kong overtook the US in the IMD World Competitiveness Ranking for economies, coming in first and second respectively.
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Exhibit: Asia’s share of global GDP will surpass the rest of the world by 2020
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Self-Sustaining Growth Powered by Home-Grown Consumption and Innovation 

Asia’s economic growth has evolved away from dependence on exports to home-grown consumption and innovation. The large young population in 
these countries, along with the rapid expansion of the middle class population, will continue to be a powerful driver of consumption growth, wealth 
creation and innovation. Asia boasts the fastest growing middle class in the world, and will become home to more than half of the world’s middle class by 
next year.

1 
In addition, roughly 60% of the world’s young population (ages 15-24 as defined by the United Nations (UN)) live in Asia, with over 50% in 

India and China alone.
5
 China has an upper middle class that continues to expand rapidly and is expected to comprise 59% of the population by 2020

6
, 

while also boasting the largest Millennial population in the world of 415 million. 65% of India’s 1.2-billion population is under the age of 35 and 54% are 
working age. The push towards domestic innovation is also transitioning Asian economies towards more stable and self-sustaining growth. We see 
evidence of continued progress with innovation in three ways: First, China welcomes a staggering 8 million college graduates each year, with a rapidly-
growing number of advanced degrees particularly from Science, Technology, Engineering and Mathematics (STEM) disciplines.

7
 Second, the Chinese 

government has been focused on supporting the rapid expansion of its infrastructure and facilities – Beijing’s Zhongguancun district was ranked as 
2017’s top technology hub in the world, beating out Silicon Valley.

8
 Third, China has seen a significant increase in research and development (R&D) 

expenditure, surpassing Japan and the European Union in total R&D spend.
9
 One example of successful innovation is mobile payment systems 

developed in China, India and the rest of EM which have leapfrogged developed markets (DM), given local banks’ traditional focus on the corporate 
market and underinvestment in retail offerings. Spurred by the increasingly domestically-oriented economy, IPOs have accelerated in Asia, presenting a 
compelling investment opportunity. The number of publically-listed equities has increased 133% since 2000, and IPOs in Asia have generated ~6x the 
return of the MSCI EM index on average over 5 years.

10
    

Attractive Entry Point for Potential Further Outperformance  

Investors are structurally underexposed to Asian equities relative to its share of global population, GDP and equity markets. Despite ongoing uncertainty 
around trade tensions between China and the US, we continue to believe Asian equities offer a compelling long-term investment opportunity given 
economic expansion, transition towards a more self-sustaining economy driven by consumption and innovation, strong earnings growth potential and 
attractive valuations. Asian equities are currently trading at a 16.0% discount to DM equities and a 23.3% discount to US equities, while offering higher 
expected earnings growth of 8.2% over the next 12 months, compared to 6.8% for DM equities and 6.9% for US equities.

11
 Indian and Chinese equities 

boast even higher expected earnings growth at 18% and 16% respectively over the next 12 months.
12

 Finally, Asian equities are poised to become an 
ever growing portion of the global equity index, as China’s weight in the MSCI EM Index is expected to increase from ~30% currently to ~42% with 
MSCI’s plans to expand the portion of China A-shares in the Index from the current 0.8% to potentially 16.2%. We believe Asian equities are becoming 
too hard to ignore given the economic and growth fundamentals, and we are focused on finding diverse and attractive investment opportunities beyond 
the benchmark, leveraging our global presence coupled with local expertise.   

1
 Source: The Financial Times, “The Asian Century is Set to begin”.   

2
 ASEAN group includes Brunei, Cambodia, Indonesia, Laos, Malaysia, Myanmar, the Philippines, Singapore, Thailand and Vietnam.   

3
 Source: IMD World Competitiveness Ranking 2019 ranks the economic competitiveness of 63 countries using 332 competitiveness criteria.    

4 
Source: IMF via Haver, “Asia” includes UN definition of Asia + Japan.   

5
 Source: UN.  

6
 Source: McKinsey & Company, CICC Research as of Dec-15.  

7
 Source: Ministry of Education, Wind, as of Dec-17.  

8 
Source: “Top Tech Cities in the World 2017,” Expert Market, as of Nov-17. Rankings based on data including average salaries, funding opportunities, and cost of living. 

9
 Source: OECD, as of Mar-18. 

10
 Source: Bloomberg, as of April 30, 2019. 

11 Source: FactSet & IBES, as of May 31, 2019. Based on consensus 12 month forward earnings growth and 12 month forward P/E for MSCI World (DM equities), MSCI AC Asia ex 
Japan (Asian equities) and MSCI US (US equities). 

12 Source: FactSet & IBES, as of May 31, 2019. Based on consensus 12 month forward earnings growth for MSCI China and MSCI India.  
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Appendix 

Decomposition of total return – emerging markets versus developed markets 
 

 
 
Source: DataStream, MSCI, GSAM Calculations, as of 31-May-19. Shown for MSCI EM and MSCI World indices (net, USD). 

 
Performance – Emerging Markets country and sector breakdown 

As of 31-May-2019 May-19 YTD 2019 Trailing 1-Yr 

EM -7.3% 4.1% -8.7% 

DM -5.8% 9.7% -0.3% 

USA -6.4% 10.7% 3.1% 

Europe -5.5% 8.5% -5.2% 

Japan -4.0% 3.9% -10.0% 
 
Source: DataStream, MSCI, as of 31-May-19. Shown for MSCI EM, MSCI World, MSCI USA, MSCI Europe and MSCI Japan indices (net, USD).  

 
EM valuation breakdown 
 

 
 
 
Source: MSCI, DataStream, FactSet, GSAM Calculations, as of 31-May-19.  
 
i
 Implied ‘Z-score’ is the aggregate standardized score of Trailing Price to Earnings, Forward Price to Earnings, Price to Book and Dividend Yield. It represents the number of 
standard deviations away from the historical average the current observation lies (greater than zero implies more expensive than historical average, less than zero implies 
less expensive than historical average). Calculated over the last 10 years, or longest available period if data availability is less than 10 years. 
ii
 Implied ‘%-time cheaper’ represents the left-tail area of the assumed normal distribution of historical observations. It is not, therefore, an empirical representation of ‘%-time 

cheaper’, but an approximation of how often the market has been cheaper than it currently is assuming the data is normally distributed. Calculated over the last 10 years, or 
longest available period if data availability is less than 10 years. 
iii 

Next 12 months expected percentage growth in earnings. YTD change refers to the increase/decrease in percentage point terms versus the end of last year’s observation. 
E.g. If the 12m earnings growth expectation at the end of March was 10%, versus 5% at the end of December, the YTD change in earnings expectations would be 5%.  

 
Index Definitions 
 
MSCI Emerging Markets (EM) Index: The MSCI Emerging Markets Index is a free float-adjusted market capitalization index that is designed to 
measure equity market performance of emerging markets. As of June 30, 2017 the MSCI Emerging Markets Index consisted of the following 24 
emerging market country indices: Brazil, Chile, China, Colombia, Czech Republic, Egypt, Greece, Hungary, India, Indonesia, Korea, Malaysia, Mexico, 
Pakistan, Peru, Philippines, Poland, Russia, Qatar, South Africa, Taiwan, Thailand, Turkey and United Arab Emirates. This Index offers an exhaustive 
representation of the Emerging markets by targeting all companies with a market capitalization within the top 85% of their investable equity universe, 
subject to a global minimum size requirement. It is based on the Global Investable Market Indices methodology. This series approximates the minimum 
possible dividend reinvestment. The dividend is reinvested after deduction of withholding tax, applying the rate to non-resident individuals who do not 
benefit from double taxation treaties. MSCI Barra uses withholding tax rates applicable to Luxembourg holding companies, as Luxembourg applies the 
highest rates.  
 
MSCI Europe Index: The MSCI Europe Index captures large and mid cap representation across 15 Developed Markets (DM) countries in Europe. DM 
countries in Europe include: Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, the Netherlands, Norway, Portugal, Spain, Sweden, 
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Switzerland and the UK With 445 constituents, the index covers approximately 85% of the free float-adjusted market capitalization across the European 
Developed Markets equity universe.  
 
MSCI Japan Index: The MSCI Japan Index is designed to measure the performance of the large and mid cap segments of the Japanese market. With 
320 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in Japan.  
 
MSCI United States of America (USA) Index: The MSCI USA Index is designed to measure the performance of the large and mid cap segments of the 
US market. With 635 constituents, the index covers approximately 85% of the free float-adjusted market capitalization in the US.  
 
MSCI World Index: The MSCI World Index is a broad global equity benchmark that represents large and mid-cap equity performance across 23 
developed markets countries. It covers approximately 85% of the free float-adjusted market capitalization in each country and MSCI World benchmark 
does not offer exposure to emerging markets.  
 
S&P 500: The index includes 500 leading companies and captures approximately 80% coverage of available market capitalization  
 
General Disclosures 
 
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. 
Views and opinions are current as of the date of this presentation and may be subject to change, they should not be construed as investment advice.  
 
Emerging markets securities may be less liquid and more volatile and are subject to a number of additional risks, including but not limited to currency 
fluctuations and political instability. 
 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate 
and can go down as well as up. A loss of principal may occur. 
 
Foreign securities may be more volatile than investments in U.S. securities and will be subject to a number of additional risks, including but not limited to 
currency fluctuations and political developments. 
 
This material is provided at your request for informational purposes only. It is not an offer or solicitation to buy or sell any securities. 
 
Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness.  We 
have relied upon and assumed without independent verification, the accuracy and completeness of all information available from public sources.  
 
The Global Industry Classification Standard (GICS) was developed by and is the exclusive property and a service mark of Morgan Stanley Capital 
International Inc. (MSCI) and Standard & Poor’s, a division of The McGraw-Hill Companies, Inc. (S&P) and is licensed for use by Goldman Sachs. 
Neither MSCI, S&P nor any other party involved in making or compiling the GICS or any GICS classifications makes any express or implied warranties 
or representations with respect to such standard or classification (or the results to be obtained by the use thereof), and all such parties hereby expressly 
disclaim all warranties of originality, accuracy, completeness, merchantability or fitness for a particular purpose with respect to any of such standard or 
classification. Without limiting any of the foregoing, in no event shall MSCI, S&P, any of their affiliates or any third party involved in making or compiling 
the GICS or any GICS classifications have any liability for any direct, indirect, special, punitive, consequential or any other damages (including lost 
profits) even if notified of the possibility of such damages. 
 
Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation and are subject to 
change without notice. These forecasts do not take into account the specific investment objectives, restrictions, tax and financial situation or other needs 
of any specific client. Actual data will vary and may not be reflected here. These forecasts are subject to high levels of uncertainty that may affect actual 
performance. Accordingly, these forecasts should be viewed as merely representative of a broad range of possible outcomes. These forecasts are 
estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market conditions change. 
Goldman Sachs has no obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 
 
Index Benchmarks 
Indices are unmanaged. The figures for the index reflect the reinvestment of all income or dividends, as applicable, but do not reflect the deduction of 
any fees or expenses which would reduce returns. Investors cannot invest directly in indices. 
 
The indices referenced herein have been selected because they are well known, easily recognized by investors, and reflect those indices that the 
Investment Manager believes, in part based on industry practice, provide a suitable benchmark against which to evaluate the investment or broader 
market described herein.  The exclusion of “failed” or closed hedge funds may mean that each index overstates the performance of hedge funds 
generally. 
 
References to indices, benchmarks or other measures of relative market performance over a specified period of time are provided for your information 
only and do not imply that the portfolio will achieve similar results. The index composition may not reflect the manner in which a portfolio is constructed. 
While an adviser seeks to design a portfolio which reflects appropriate risk and return features, portfolio characteristics may deviate from those of the 
benchmark. 
 
This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should 
not be construed as research or investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman 
Sachs Global Investment Research (GIR).  It was not prepared in compliance with applicable provisions of law designed to promote the independence of 
financial analysis and is not subject to a prohibition on trading following the distribution of financial research. The views and opinions expressed may 
differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affi liates.  Investors are 
urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to 
provide any updates or changes.  
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This material is provided for informational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell 
securities. This material is not intended to be used as a general guide to investing, or as a source of any specific investment recommendations, and 
makes no implied or express recommendations concerning the manner in which any client’s account should or would be handled, as appropriate 
investment strategies depend upon the client’s investment objectives. 
 
 
Confidentiality 
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed 
to any person that is not an employee, officer, director, or authorized agent of the recipient. 
 
© 2019 Goldman Sachs. All rights reserved.  
Compliance Code: 171660-OTU-1000736 


