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EXECUTIVE SUMMARY
The decade-long run of outperformance enjoyed by emerging market equities in the early 
2000s came to an end as global growth slumped following the Global Financial Crisis 
(GFC). With emerging market economies experiencing an even more pronounced post-GFC 
slowdown, emerging market equities became hindered by margin compression and currency 
headwinds. The impact of these conditions has lasted longer than anticipated, so while 
emerging markets have historically been favored due to their relative inefficiency and low 
correlations to developed markets, asset owners haven’t been rewarded for their emerging 
markets allocations for quite some time until recently.  

While timing asset class allocations is notoriously difficult, we believe now is a good entry 
point for long-term investors to consider a more constructive position on emerging markets 
even with the recent rally. Our perspective is anchored in three key pillars: 

•	 Historic Valuation Opportunity: The valuation differential between emerging and 
developed markets is now at its most extreme since the dot-com era, sitting over one 
standard deviation cheaper than historical norms—creating a compelling entry point.

•	 Future Growth Expectations: Buoyed by favorable demographics and a growing middle 
class, emerging markets’ contribution to global economic growth will continue to rise. 
Improvements in corporate governance will help translate GDP growth into corporate 
earnings growth.  

•	 Macro Tailwinds: Lower than expected inflation and the current interest rate cutting 
cycle have already reduced demand for the US Dollar. Coupled with a resilient global 
economy, emerging markets equities are poised to benefit from these tailwinds. 

For Professional Investors Only. All 
investments involve risk, including 
the possible loss of capital.
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HISTORIC VALUATION DISPERSION
During the nearly 40-year period starting in 1987, the performance differential between emerging and developed markets has 
occurred in long, multi-year cycles. Since that time, there have been four super cycles of performance differential, with the 
average duration lasting about nine years. The current cycle of underperformance for emerging markets has lasted 13 years, 
notably longer than the historical average, as seen in Figure 1. 

Figure 1:  Performance Differential Super Cycles: Emerging Markets vs. Developed Markets
Relative Performance Between EM and US Equity Market
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Relative Performance Between EM and US Equity MarketLine graph titled ‘Relative Performance Between EM and US Equity Market,’ comparing the performance of Emerging Markets to the US Equity Market from December 1988 to September 2025. The 
y-axis ranges from -100% to 150%, while the x-axis covers time from Dec 1988 to Sep 2025. The line starts at 0% in December 1988, rises to a high of 194% by September 1994, then drops to a low of 
-50% in December 1998. It climbs again to 155% in September 2010 but declines to -43% by Sep 2025. The line shows significant dips and peaks, reflecting periods of volatility in relative performance 
over time.

Source: Bloomberg as of Sep 2025. 

Playing the mean reversion game is challenging, however, as cycles often persist longer than anticipated. In conjunction with 
mean reversion, we also consider historical relative valuations to understand when the mispricing is at its widest. Figure 2 
illustrates the valuation spread between emerging and developed markets over time. Notably, the Y-axis shows that while 
emerging markets consistently trade at a valuation discount to developed markets, this discount is currently greater than  
one standard deviation, a level not seen since the dot-com era. 

Figure 2: Emerging Markets Relative Valuations
Current EM is Attractively Cheaper Than DM Since Dot-Com Era
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Line graph showing the difference in forward 12-month P/E ratios between Emerging Markets (EM) and Developed Markets (DM) from December 2000 to September 2025. The y-axis ranges from -18 to 0, and the x-axis covers December 2000 to Sep 2025. The 
EM-DM line is jagged, beginning at-14.4 in December 2000, peaking at -2 in December 2012, and ending at -11.9 in Sep 2025 with several sharp dips and peaks in between. A red line labelled ‘EM is Cheaper’ runs horizontally at -10, a green ‘DM Cheaper’ line at -4, 
and a navy average line at -7, serving as a reference points for valuation differences over time.

Source: Bloomberg as of Sep 2025.
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To provide further context around the potential value opportunity in emerging markets, we analyzed the normalized 
valuation spread relative to the forward five-year return differential since 1999. Figure 3 depicts that, on average, when 
the normalized value spread, or z-score, is less than -0.5, the forward five-year return of emerging compared to developed 
markets is 12%. As of September 2025, the z-score is -1.2, suggesting that now is a favorable time to lean in to emerging 
markets based on valuation.  

Figure 3: Mean Five-Year Return of Relative Valuation Z-Scores
EM vs. DM Forward Five-Year Return
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Source: Bloomberg as of Sep 2025.

FUTURE GROWTH EXPECTATIONS
Emerging markets have historically outpaced developed markets in real GDP growth, a trend we believe will not only continue 
but possibly strengthen. These countries have larger working-age populations (15-64) compared to developed nations, a gap 
the IMF projects will only widen.1 This demographic advantage, coupled with robust GDP growth, is fueling the rise of an 
expanding middle class poised to become the global consumers of tomorrow. Additionally, the national balance sheets of 
emerging market nations are healthier than those of their developed counterparts, with meaningfully lower debt-to-GDP 
ratios. Given these tailwinds, why have emerging markets trailed developed over the past decade? 

Despite historically higher GDP growth, corporate earnings growth in emerging markets has lagged. For most of the last 
12 years, year-over-year earnings growth in emerging markets has consistently trailed that of the US. Weaker corporate 
governance, poor capital discipline, and deficient shareholder protections have been the primary contributors to muted 
corporate earnings. However, the earnings drought in emerging markets appears to have bottomed out, with company 
fundamentals beginning to strengthen. This turnaround can be attributed to recent improvements in corporate governance 
and financial reforms that focus on greater capital discipline, enhanced shareholder value, investor protections, and 
information disclosure and transparency. 

1 World Must Prioritize Productivity Reforms to Revive Medium-Term Growth (imf.org)

https://www.imf.org/en/blogs/articles/2024/04/10/world-must-prioritize-productivity-reforms-to-revive-medium-term-growth
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MACRO TAILWINDS
Many of the cyclical headwinds that have challenged emerging market corporations are beginning to shift to tailwinds. The 
multi-faceted monetary easing measures recently announced by the People’s Bank of China aim to stabilize the country’s 
economy, the largest of the emerging markets. In addition to the anticipated benefits from China’s economic revitalization, the 
weakening US dollar is also expected to bolster the broader emerging market universe. Historically, the value of the US dollar 
has shown a strong negative correlation with the performance of emerging market equities, as illustrated by Figure 4. With 
the Federal Reserve starting its monetary loosening cycle, the impressive bull run of the US dollar over the last decade seems 
to be drawing to a close. Additionally, the debt burden of emerging economies, predominantly priced in US dollars, could 
be alleviated by a weakening dollar, paving the way for potential future fiscal stimulus. These factors, coupled with a resilient 
global economy, are expected to create a favorable environment for emerging market equities. 

Figure 4: US Dollar Strength Inversely Correlated with Emerging Market Returns 
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MSCI Emerging Markets Index Annual Return

Scatterplot comparing the MSCI Emerging Markets Index Weekly Return (x-axis, ranging from -25 to 25) with the US Dollar Weekly Return (y-axis, ranging from -6 to 6). Most 
data points are clustered around the centre of the graph, indicating that annual returns for both variables tend to fall within a moderate range. A few points are more widely spread 
towards the plot’s edges, but the central clustering dominates.

Source: Bloomberg as of Sep 2025. 

THE BOTTOM LINE
The prolonged and cyclical underperformance of emerging markets compared to developed markets is finally showing signs of 
abating. And while the valuation differential has historically been appealing, it has now widened to a point where investors are being 
adequately compensated to take on this exposure. Coupled with enhanced corporate governance mechanisms that are expected to 
translate country GDP growth into corporate earnings growth, along with an improving macroeconomic backdrop, we believe now 
is an opportune time for investors to revisit their allocations to the emerging markets asset class. 

US
 D

oll
ar

 W
ee

kly
 Re

tu
rn

MSCI Emerging Markets Index Weekly Return

-5 5

2

0

-2



INVESTING IN TOMORROW    |    PGIM        5

NOTES TO DISCLOSURE
This material is intended for Professional Investors only. All investments involve risk, including the possible loss of capital. Past performance is not a 
guarantee or a reliable indicator of future results.  
PGIM Quantitative Solutions LLC (PGIM Quantitative Solutions or PGIM Quant) is an SEC-registered investment adviser and a wholly-owned subsidiary of 
PGIM, Inc. (PGIM) the principal asset management business of Prudential Financial, Inc. (PFI) of the United States of America. Registration with the SEC does 
not imply a certain level of skill or training. PFI of the United States is not affiliated in any manner with Prudential plc, which is headquartered in the United 
Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.  
The comments, opinions and estimates contained herein are based on and/or derived from publicly available information from sources that PGIM Quantitative 
Solutions believes to be reliable. We do not guarantee the accuracy of such sources of information and have no obligation to provide updates or changes to 
these materials. This material is for informational purposes and sets forth our views as of the date of this presentation. The underlying assumptions and our 
views are subject to change.  
These materials are neither intended as investment advice nor an offer or solicitation with respect to the purchase or sale of any security or financial instrument. 
These materials are not intended to be an offer with respect to the provision of investment management services. The opinions expressed herein do not take 
into account individual client circumstances, objectives, or needs and are therefore not intended to serve as investment recommendations. No determination has 
been made regarding the suitability of particular strategies to particular clients or prospects. The financial indices referenced herein is provided for informational 
purposes only. You cannot invest directly in an index. The statistical data regarding such indices has been obtained from sources believed to be reliable but has 
not been independently verified.  
Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends as of 
the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or contemplated in 
such forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No representation or warranty is 
made as to future performance or such forward-looking statements.  
In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. 
PGIM Limited is authorised and regulated by the Financial Conduct Authority (“FCA”) of the United Kingdom (Firm Reference Number 193418). In the European 
Economic Area (“EEA”), information may be issued by PGIM Investments (Ireland) Limited, PGIM Netherlands B.V. or PGIM Limited depending on the 
jurisdiction. PGIM Investments (Ireland) Limited, with registered office: 2nd Floor, 5 Earlsfort Terrace, Dublin 2, Ireland. PGIM Investments (Ireland) Limited is 
authorised and regulated by the Central Bank of Ireland (Reference No. C470709) and operates on the basis of a European passport. PGIM Netherlands B.V., 
with registered office at Eduard van Beinumstraat 6, 1077CZ, Amsterdam, The Netherlands, is authorised by the Autoriteit Financiële Markten (“AFM”) in the 
Netherlands (Registration number 15003620) and operates on the basis of a European passport. In certain EEA countries, information is, where permitted, 
presented by PGIM Limited in reliance on provisions, exemptions or licenses available to PGIM Limited under temporary permission arrangements following the 
exit of the United Kingdom from the European Union.  
In Australia, this document is provided to prospective investors and, by receiving it, each prospective investor is deemed to represent and warrant that it 
is a “Wholesale Client” (as those terms are defined in Australian Corporations Act 2001 (Cth) (Act)).  PGIM Quantitative Solutions LLC is exempt from the 
requirement to hold an Australian financial services license under the Act (as a result of the operation of Class Order Exemption 03/1100) in respect of the 
financial services it provides to Wholesale Clients in Australia and is regulated by the SEC which differ from Australian laws. 
In Switzerland, information is issued by PGIM Limited, through its Representative Office in Zurich with registered office: Limmatquai 4, 8001 Zürich, Switzerland. 
PGIM Limited, Representative Office in Zurich is authorised and regulated by the Swiss Financial Market Supervisory Authority FINMA and these materials are 
issued to persons who are professional or institutional clients within the meaning of Art.4 para 3 and 4 FinSA in Switzerland. 
In Canada, PGIM Quantitative Solutions LLC relies upon the “International Advisor Exemption” pursuant to National Instrument 31-103 in certain provinces of 
Canada.  

FOR MORE INFORMATION
To learn more about our capabilities, please contact us by email 
at contactus@pgim.com or visit www.pgim.com.

ABOUT US
PGIM’s Quantitative Solutions group is a pioneer of quantitative 
investing. For 50 years, we have been helping investors around 
the world solve their unique needs by leveraging the power of 
technology, data, and advanced academic research. Since our 
founding in 1975, our time-tested process, based on academic, 
economic, and behavioral foundations, has been used to 
successfully navigate a wide variety of market environments.

Today, we manage systematic equity and multi-asset portfolios 
against a wide range of benchmarks. Our global client base includes 
corporate and public pension plans, endowments and foundations, 
sovereign wealth funds, multi-employer pension plans, and sub-
advisory accounts for leading financial services companies.

mailto:contactus%40pgim.com?subject=
http://www.pgim.com
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In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (“PGIM Singapore”), a regulated entity with the Monetary Authority of Singapore under a 
Capital Markets Services License to conduct fund management and an exempt financial adviser. This material is issued by PGIM Singapore for the general 
information of “institutional investors” pursuant to Section 304 of the Securities and Futures Act 2001 of Singapore (the “SFA”) and “accredited investors” and 
other relevant persons in accordance with the conditions specified in Section 305 of the SFA. 
In Hong Kong, information is provided by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional 
investors as defined in Section 1 of Part 1 of Schedule 1 of the Securities and Futures Ordinance (Cap.571). 
In Japan, the investment management capabilities and services described in the attached materials are offered by PGIM Japan Co., Ltd (PGIMJ), a Japanese 
registered investment adviser (Director-General of the Kanto Local Finance Bureau (FIBO) No. 392). Retention of PGIMJ for the actual provision of such 
investment advisory services may only be affected pursuant to the terms of an investment management contract executed directly between PGIMJ and the party 
desiring such services, it is anticipated that PGIMJ would delegate certain investment management services to its US-registered investment advisory affiliate. 
In Korea, PGIM Quantitative Solutions LLC holds cross-border discretionary investment management and investment advisory licenses under the Korea 
Financial Investment Services and Capital Markets Act (“FSCMA”), and is registered in such capacities with the Financial Services Commission of Korea. These 
materials are intended solely for Qualified Professional Investors as defined under the FSCMA and should not be given or shown to any other persons. 
These materials are not intended for distribution to, or use by, any person in any jurisdiction where such distribution would be contrary to local or international 
law or regulation. The views and opinions herein do not take into account individual client circumstances, objectives, or needs and are not intended as 
recommendations of particular securities, financial instruments or strategies to particular clients or prospects. No determination has been made regarding the 
appropriateness of any securities, financial instruments or strategies for particular clients or prospects. For any securities or financial instruments mentioned 
herein, the recipient(s) of this report must make its own independent decisions.  
Foreign investments may be volatile and involve additional expenses and special risks, including currency fluctuations, foreign taxes and political and economic 
uncertainties. Emerging and developing market investments may be especially volatile. Investments in securities of growth companies may be especially 
volatile. Due to the recent global economic crisis that caused financial difficulties for many European Union countries, Eurozone investments may be subject 
to volatility and liquidity issues. Value investing involves the risk that undervalued securities may not appreciate as anticipated. Small and mid-sized company 
stock is typically more volatile than that of larger, more established businesses, as these stocks tend to be more sensitive to changes in earnings expectations 
and tend to have lower trading volumes than large-cap securities, creating potential for more erratic price movements. It may take a substantial period of time 
to realize a gain on an investment in a small or mid-sized company, if any gain is realized at all. Diversification does not guarantee profit or protect against loss. 
Emerging markets are countries that are beginning to emerge with increased consumer potential driven by rapid industrial expansion and economic growth. 
Investing in emerging markets is very risky due to the additional political, economic and currency risks associated with these underdeveloped geographic areas. 
Fixed-income investments are subject to interest rate risk, and their value will decline as interest rates rise. Unlike other investment vehicles, U.S. government 
securities and U.S. Treasury bills are backed by the full faith and credit of the U.S. government, are less volatile than equity investments, and provide a 
guaranteed return of principal at maturity. Treasury Inflation-Protected Securities (TIPS) are inflation-index bonds that may experience greater losses than other 
fixed income securities with similar durations and are more likely to cause fluctuations in a Portfolio’s income distribution. Investing in real estate poses risks 
related to an individual property, credit risk and interest rate fluctuations. High yield bonds, commonly known as junk bonds, are subject to a high level of credit 
and market risks. Investing involves risks. Some investments are riskier than others. The investment return and principal value will fluctuate and when sold may 
be worth more or less than the original cost. 
PGIM Quantitative Solutions affiliates may develop and publish research that is independent of, and different than, the views and opinions contained herein. 
PGIM Quantitative Solutions personnel other than the author(s), such as sales, marketing and trading personnel, may provide oral or written market commentary 
or ideas to PGIM Quantitative Solutions’ clients or prospects or proprietary investment ideas that differ from the views expressed herein. Additional information 
regarding actual and potential conflicts of interest is available in PGIM Quantitative Solutions’ Form ADV Part 2A. Asset allocation is a method of diversification 
that positions assets among major investment categories. Asset allocation can be used to manage investment risk and potentially enhance returns. However, use 
of asset allocation does not guarantee a profit or protect against a loss.  
© 2025 PGIM Quantitative Solutions. All rights reserved. PGIM, PGIM Quantitative Solutions, the PGIM Quantitative Solutions logo and the Rock design are 
service marks of PFI and its related entities, registered in many jurisdictions worldwide. PGIM Quant-20251120-4099 




