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53 / Splicing the markets – Differentiation in Emerging markets – Asia 
should hold its ground

Emerging markets are currently being hard hit by the recent US Dollar surge. Yet, it appears that in these later stages of the Equity 
Bull market, not all Emerging markets are made equal. Indeed, while Latin America and Eastern Europe seem particularly weak, 
Asia may still have the potential to outperform into the Fall.

MSCI Emerging Markets Latin America / MSCI World Index
Weekly graph or the perspective over the 2 to 4 quarters

Vs the MSCI World, the Latin Ame-
rica Emerging markets index has 

probably topped out for this cycle and 
is getting ready to underperform again, 
probably towards late Summer and then 
into 2019. Indeed on our long term os-
cillator series (lower rectangle), the Latin 
America Emerging market Index made an 
important top vs the MSCI World. In fact, 
the whole move up since 2016 can be la-
belled as just a Correction, i.e. the move 
on the ratio never made above our C Cor-
rective targets to the upside (right-hand 
scale). It is now resuming lower into its 
previous downtrend as shown by the se-
quence down we project on our medium 
term oscillators (upper rectangle). The 
underperformance potential is impor-

tant over the next few quarters as suggested by our I Impulsive targets down (right-hand scale). It calculates that Latin America 
could underperform the MSCI World by 30 to 50% into 2019. 

MSCI EM Eastern Europe / MSCI World Index
Weekly graph or the perspective over the next 2 to 4 quarters

The ratio of Eastern Europe vs the 
MSCI World features a similar situa-

tion. Indeed, on our long term oscillators 
(lower rectangle), the move never really 
made it above our C Corrective targets to 
the upside (right-hand scale), i.e. it was 
just a correction, and recently in Q1 2018, 
it made an important top. On our medium 
term oscillators (upper rectangle), we 
now expect it to follow a downtrend se-
quence, first into late Summer and then 
towards 2019. The I Impulsive targets to 
the downside we can calculate given our 
current volatility measure “Delta” (here at 
33%; middle rectangle, right-hand) would 
suggest that the underperformance po-
tential towards next year is between 30 
and 50% (or towards a range between mi-

nus 1.3 to 1.7 times “Delta” substracted from the recent highs in the ratio which were made in Q1 2018).
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MSCI Emerging Markets Asia / MSCI World Index
Weekly graph or the perspective over the next 2 to 4 quarters

On the contrary, the Emer-
ging Markets Asia index 

seems better positioned vs the 
MSCI World as we move in to 
the second half of the year. The 
index is composed for 42% of 
China, 20% of South Korea, 16% 
of Taiwan and 11% of India. Al-
though on both oscillator series 
(lower and upper rectangles), 
we may have reached an im-
portant intermediate top in late 
Q1 2018, another sequence up, 
which started in late 2016 may 
still be underway. It could lead 
the ratio higher again into Q4 
2018 and potentially even 
towards year-end. Although 

our I Impulsive targets to the upside do seem aggressive given our generally prudent bias on Emerging markets (see page 
21 of this document), we would probably expect the ratio to attempt a retest of its recent highs between now and year-
end. At leasr Emerging Asia does seem to hold up much better than the two other regions featured on the previous page.

MSCI Emerging Markets Asia / MSCI Emerging Markets Latin America
Weekly graph or the perspective over the next 2 to 4 quarters

On this graph, we com-
pare the performance 

of Emerging Asia over Latin 
America. Both oscillator series 
(lower and upper rectangles) 
are in strong uptrend se-
quences and we would expect 
these to top out towards the 
Fall. Our I Impulsive targets to 
the upside (right-hand scale) 
would suggest an outperfor-
mance potential of between 7 
to 18% for Asia Emerging Mar-
kets vs their Latin American 
counterparts. 

Concluding remarks

Our view, is that any bounce in Emerging markets over the next few weeks should be considered as an opportunity 
to exit these trades, or at least reduce them on a relative basis. That said, while Asian Emerging markets could hold 

up rather decently until the Fall, and probably year-end, the urgency to reduce Latin American and Eastern Europe is 
probably much greater. 


