
The State of Emerging Markets in 2026

It was a banner year for non-U.S. stocks in 2025. Based on MSCI 

indexes in terms of the U.S. dollar (USD), both non-U.S. developed 

and emerging markets (EM) returned more than 30% for the year, 

sharply outperforming the U.S. market. The S&P 500® Index return 

was just shy of 18% in 2025.

It was a welcome outcome for those who have maintained an 

allocation to non-U.S. stocks through past years. But that’s a big part 

of the logic for holding both developed and emerging markets instead 

of just U.S. stocks: It’s unknown which will have higher returns in any 

given year, and holding a diversified portfolio ensures you’ve always 

got at least a piece of the winner.

Others who missed out on non-U.S. stocks’ big year may be 

wondering whether an allocation to non-U.S. stocks, including 

emerging markets, has merit today. 

This article explains why we believe this asset class can play a 

valuable, long-term role in an overall equity allocation and offers key 

considerations for investors seeking EM exposure.
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Emerging Markets Are a Big Part of the World

The potential benefits of portfolio diversification have been recognized since at least the pioneering work of Markowitz in the 1950s, and the substantial 

size of emerging markets today indicates they provide a valuable opportunity to enhance diversification for investors whose allocations include only 

developed markets. 

As of the end of 2025, emerging markets accounted for more than 11% of global market capitalization, as measured by the MSCI ACWI IMI. In terms of 

the number of companies, emerging markets make up more than 37% of the world (over 3,000 of the about 8,200 companies in the ACWI IMI at the end of 

the last year). See Figure 1.

Figure 1 | Emerging Markets Are a Sizable Slice of the World Pie
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Data as of 12/31/2025. Source: Morningstar. Data represented by MSCI IMI Indexes. 

2



The State of Emerging Markets in 2026

Emerging countries also have a significant impact on global economic output and growth. Of the five largest economies today, two are classified as 

emerging: China and India. These two nations have higher gross domestic product (GDP) than the U.K., France and Italy, which rank as the 6th through 8th 

largest economies, respectively.

Focusing on GDP growth, Figure 2 presents the International Monetary Fund’s (IMF’s) estimated 2025 GDP growth for advanced and emerging 

economies, along with their projections for 2026 and 2027. We observe generally higher GDP growth rates among emerging economies in 2025 and 

higher projected growth over the next few years.

Population data also reveals an interesting story. The IMF estimates the world's current population at 8.1 billion, with 7 billion from emerging economies. 

That’s 86% of the global population!

Figure 2 | Emerging Economies Exhibited Higher GDP Growth Than Advanced Economies in 2025, Higher Forward Projections as Well

Data as of 12/31/2025. Source: International Monetary Fund.
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The Makeup of Emerging Markets

Investors may at times view emerging markets 

as a homogeneous unit. However, there’s a lot 

under the hood, including 24 different countries 

today, according to MSCI classifications. 

Moreover, this composition changes over time.

In Figure 3, we show the 10 largest countries in 

the MSCI Emerging Markets IMI from 15 years 

ago and how they have shifted over that period 

through today. Since the end of 2010, China 

has remained the largest emerging market 

country, but it grew to nearly 40% of the index 

by late 2020 and is now down to about 25% of 

the universe. 

Russia has dropped from the 7th-largest 

country in 2010 to no longer being classified as 

an investable emerging market (shown in red in 

Panel B). Taiwan and India have each 

increased their share (ranking in the top three 

today and not far behind China), while Brazil’s 

share is less than a third of what it was 15 

years ago. The United Arab Emirates (UAE) was 

added as a newly classified emerging market in 

2014 and Saudi Arabia in 2019. Both now rank 

in the top 10 (shown in green in Panel B). 

Data from 12/31/2010 - 12/31/2025. Source: Morningstar. 

Figure 3 | Evolution of the Largest Emerging Markets Over the Last 15 Years
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COUNTRY 12/31/2010 MAX (2010-2025) MIN (2010-2025) COUNTRY 12/31/2025

China 17.3% 38.6% 16.5% China 25.5%

Brazil 14.9% 15.0% 3.9% Taiwan 20.5%

South Korea 14.6% 16.3% 9.2% India 16.5%

Taiwan 13.3% 20.3% 11.7% South Korea 13.3%

South Africa 7.9% 8.1% 2.7% Brazil 4.2%

India 7.2% 21.0% 5.9% South Africa 3.9%

Russia 6.1% 6.9% 0.0% Saudi Arabia 2.9%

Mexico 4.0% 5.3% 1.7% Mexico 1.9%

Malaysia 3.1% 4.4% 1.4% Malaysia 1.4%

Turkey 1.8% 2.3% 0.3% UAE 1.4%

Panel A | Weight of Top 10 Countries in MSCI Emerging Markets IMI Index from 2010-2025

Panel B | Weight of Top 10 Countries in MSCI Emerging Markets IMI Index in 2010 vs. 2025
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Source: Morningstar. Data as of 12/31/2025. Individual countries are represented by their respective MSCI IMI indexes, which are all market cap-
weighted indexes capturing both large and small capitalization companies within each country. There are two exceptions (Saudia Arabia and UAE) 
for which IMI indexes are not available and MSCI standard, large-cap indexes are used. 

A benefit of gaining exposure across the 20+ EM countries is not just access to more companies. They also offer diversification across varying valuation 

profiles and, in many cases, more attractive valuations than much of the developed markets. Valuations simply refer to comparing a company's price to 

its fundamentals, such as earnings or equity.

In Figure 4, we show that today the price-to-earnings (P/E) ratio for emerging markets collectively (MSCI Emerging Markets IMI) is considerably lower 

than that of U.S. stocks (S&P 500) and the MSCI World IMI, which represents all developed markets. 

P/E ratios among today’s 10 largest EM countries vary, but all are currently lower than U.S. stocks. Beyond diversification opportunities, lower valuations 

in emerging markets may offer greater upside potential. 

Figure 4 | Emerging Markets Valuations Are Noticeably Lower Than Developed Markets
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Data from 1/1/2011 – 12/31/2025. Data in USD. Source: Morningstar. Past performance is no guarantee of future results.

Why Diversification in Emerging Markets Is Critical

Given the many markets within the emerging category and their different characteristics, investors may be tempted to pick one or a few they find most 

attractive. Historical returns of individual EM countries highlight why we believe it’s wise to maintain broad diversification across countries. 

Figure 5 shows returns for the last 15 years for the 10 largest emerging markets today that have been included in the MSCI Emerging Markets IMI for the 

full period (i.e., more recent additions UAE and Saudi Arabia don’t have the necessary return history). The quilt chart shows the high year-to-year variability 

in single-country returns. We see no discernible patterns in yearly rankings of returns. However, we find that returns are consistently widely dispersed 

across countries within each year. Taking the difference between the highest and lowest country return by year, there’s a range over the 15 years as high 

as about 93% and as low as just under 24%. These are large differences in returns for a single year.

The data show that investors who concentrate in one or a few EM countries face a significant risk of ending up worse off than the total EM portfolio. 

Importantly, in our view, the benefits of diversification don’t end with countries. Diversifying across, as well as within, countries can help to mitigate the 

effect of any single country, sector or company on overall outcomes.

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025

4.31 38.98 11.25 27.64 -3.94 66.10 53.56 -1.10 35.18 46.01 30.37 10.31 50.87 28.53 93.36

-0.38 29.66 8.12 24.68 -4.69 20.62 50.67 -8.52 29.27 39.08 27.71 0.18 41.45 22.66 73.08

-11.09 27.28 5.33 6.84 -6.42 17.58 46.04 -10.08 22.72 29.42 21.08 0.00 32.73 18.76 69.85

-13.25 22.80 4.00 6.18 -11.30 16.39 43.72 -10.16 17.65 18.39 12.11 -3.90 32.64 13.47 54.65

-14.45 19.30 3.82 5.54 -13.86 9.90 36.83 -11.19 12.90 16.15 6.79 -7.71 25.13 9.67 49.29

-19.49 19.21 -0.35 -1.79 -14.12 4.16 33.99 -14.46 11.16 9.07 2.04 -9.07 24.03 7.09 38.00

-20.90 18.68 -2.20 -9.23 -18.59 2.59 30.24 -15.05 9.63 -1.60 -0.28 -19.83 11.67 -4.31 31.47

-22.00 17.66 -5.32 -9.43 -21.66 -0.02 26.80 -15.11 6.86 -4.93 -5.64 -22.03 4.69 -12.36 31.38

-23.41 14.05 -5.88 -10.60 -23.76 -1.08 26.38 -18.74 5.33 -7.43 -5.71 -25.06 0.78 -22.28 11.73

-31.17 4.20 -16.81 -14.63 -25.91 -3.90 19.08 -20.58 0.82 -8.35 -17.12 -29.05 -0.41 -27.30 4.22

-38.89 1.61 -24.49 -14.87 -41.94 -9.31 15.01 -24.71 -4.63 -19.10 -21.21 -29.76 -11.82 -30.44 0.41
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Figure 5 | Annual Returns Among EM Countries Vary Widely
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Valuations Among Companies Within Emerging 

Markets Also Matter 

Implementing broadly diversified EM exposure, however, 

doesn't mean investors have no chance to outperform market 

benchmarks. This is because not all companies have the 

same expected returns. If we have good information about 

which ones may have higher expected returns than others, we 

can emphasize them in a diversified portfolio to pursue better 

outcomes.

Investors’ ability to identify companies expected to perform 

better comes back to valuations. We see evidence of this in 

Figure 6. 

The chart shows annualized returns for all EM companies 

from mid-1991 through 2025. This is compared with four 

market segments, sorted by combinations of high or low 

equity-to-price and profitability. Equity is defined as a 

company’s assets minus its liabilities on its balance sheet, 

while profitability comes from its income statement.

Companies with high equity-to-price and high profitability 

have historically shown material outperformance versus the 

overall market. Companies with high equity-to-price but low 

profitability or high profitability but low equity-to-price (i.e., 

high prices) have both performed similarly to the market over 

time. Companies with low profitability and high prices have 

significantly underperformed the market and other segments. 

Data from 6/30/1991 – 12/31/2025. Data in USD. Source: Ken French Data Library. Past performance is no guarantee of future results.
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Figure 6 | Company Valuations Make a Difference in Emerging Markets

Annualized Returns from 6/30/1991 – 12/31/2025
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These outcomes are logical. It makes sense that better returns are expected from companies with strong 

balance sheets (high equity) and high profitability that are still available at attractive prices. Even with solid 

fundamentals, the prices are low, indicating that the market is offering these companies at a significant 

discount and providing good value for investors. 

When we look at how these companies have done historically over one- and three-year rolling periods since 

1991, those with both high equity-to-price and high profitability have outperformed the full EM portfolio 76% 

and 87% of the time, respectively. We think that’s a good indication of an opportunity for added value.

The Crucial Role of EM Exposure in an Overall Equity Allocation 

We believe the merits of maintaining EM exposure within a total equity allocation are sound. The potential 

diversification benefits they offer are valuable and can benefit investors during periods when emerging 

markets outperform developed markets — an occurrence we saw in 2025 and have also observed for 

prolonged periods in the past. 

In our view, those who gain this exposure through solutions broadly diversified across countries, sectors 

and companies, combined with careful consideration of company valuations, are likely to be well-

positioned over the long term.
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General Disclaimer

Collective Family Office, LLC is registered as an investment adviser with the SEC and only conducts business in states where it is properly registered or is excluded from 

registration requirements. Registration is not an endorsement of the firm by securities regulators and does not mean the adviser has achieved a specific level of skill or ability.

Information presented is believed to be current. It should not be viewed as personalized investment advice. All expressions of opinion reflect the judgment of the presenter on 

the date of the presentation and may change in response to market conditions. You should consult with a professional advisor before implementing any strategies discussed. 

Content should not be viewed as an offer to buy or sell any of the securities mentioned or as legal or tax advice. You should always consult an attorney or tax professional 

regarding your specific legal or tax situation.

All investments and strategies have the potential for profit or loss. Different types of investments involve higher and lower levels of risk. There is no guarantee that a specific 

investment or strategy will be suitable or profitable for an investor’s portfolio. There are no assurances that a portfolio will match or exceed any particular benchmark.

The information in this document is provided in good faith without any warranty and is intended for the recipient’s background information only. It does not constitute 

investment advice, recommendation, or an offer of any services or products for sale and is not intended to provide a sufficient basis on which to make an investment decision. 

It is the responsibility of any persons wishing to make a purchase to inform themselves of and observe all applicable laws and regulations. Unauthorized copying, reproducing, 

duplicating, or transmitting of this document are strictly prohibited. Collective Family Office, LLC accepts no responsibility for loss arising from the use of the information 

contained herein. The State of Emerging Markets in 2026 was originally published by Avantis Investors in their January 2026 Field Guide. 

Named securities may be held in accounts managed by Collective Family Office, LLC. This information should not be considered a recommendation to buy or sell a particular 

security. Diversification does not protect against loss in declining markets. There is no guarantee strategies will be successful. 
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