
What an “Interesting” Year 
 

It is now more than 12 months since Lehman's Brother collapsed and the Global Financial Crisis (GFC) gripped the 

world.  As we are all familiar with what has happened in world financial markets over the last 12 months, we thought  

it might be appropriate to reflect on what other „newsworthy‟ events occurred during the last 12 months. 

1. Strategy First Financial Planning (SFFP) celebrated its 4th anniversary on 2 September 2009.  While it was not 

the year we were planning for, it was a year of many successes, so thank you to all for your ongoing support and 

the faith shown in the advice we provide. 

2. The team of SFFP have delivered two little boys and a little girl into the world.  Congratulations to Kath Bowler  

on the birth of Laura in February, Patrick on the birth of Thomas in May and David Price 

on the birth of Callum in October. 

3. Congratulations to Rebecca Xenita for successfully completing her Financial Planning  

qualifications in August. 

4. SFFP is committed to becoming an environmentally neutral business by becoming a  

paperless office by 31 December 2009.  We are well on track to achieving this. 

5. Congratulations to SFFP for getting involved in the Storm Financial Crisis. We spoke to  

or assisted 25 to 30 ex-Storm Financial clients on a pro-bono basis. We made a  

submission to the Parliamentary Inquiry1 and took a pro-active role in the media, promoting 

the importance of independent/fee only advice.  As the Financial Planning Industry goes through a period of  

unprecedented change, SFFP will continue to lead the Industry towards to the only possible solution,  

being — no commissions and no conflicts of interest. 

The rest of this Newsletter will look at the latest “investment trend”, which is back on the radar after 18 months in the 
wilderness—Emerging Markets.  While we are believers in the Emerging Markets story, it is important to look through 
the hype and establish an appropriate strategy to incorporate this high risk/high return asset class. 

Emerging Markets – All is Not What it Seems!  
 
Investors confronted by the recent less than stellar performance of the US economy, traditionally the world's  
powerhouse, are being urged to increase their exposure to China and other emerging markets.  But how? 
 
A traditional response to "buying the China story" is to re-weight one's global portfolio away from the developed  
economies of North America and Europe to high-growth Asia. 
 
It sounds like a tempting strategy.  Particularly, given some commentators suggest we are at the start of a shift in  
the balance of world economic power.  Partly in response to this, much of the investment industry is aggressively  
marketing strategies to provide investors with a greater exposure to the so-called BRIC powerhouses - Brazil, Russia, 
India and China. So how should individual investors respond to this pitch? 
 
Firstly, it is certainly true emerging markets can play an important role in a portfolio.  They improve diversification  
and offer higher expected returns than developed markets as compensation for the higher risks. 
 
Investors should also keep in mind, the size of the investment market opportunity is not necessarily the same as  

the size of the economic opportunity. 
 
1 Parliamentary Inquiry Link 
http://www.aph.gov.au/senate/committee/corporations_ctte/fps/submissions/sub178.pdf 
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The table below ranks the top 20 countries of the world by gross domestic product and adjusted for purchasing  
power parities1.  This is a way of taking account of the relative prices of goods and services in each country and  
provides a better measure of the real value of output. 
 
As you can see, the BRIC economies are well represented in this list.  Australia is relatively low in this ranking,  
in 18th position between Iran and Poland. 

 
Now, look at the country weights of the MSCI World All Countries Investable Market index2.  This takes into account  
the actual investment opportunities in these countries for global investors, after adjusting for local market restrictions  
on foreign share ownership. 

Source: 
1Quick Reference Tables, The World Bank, September 2009 
2MSCI Barra 

GDP Ranking 

1.  USA 11.  Mexico 

2.  China 12.  Spain 

3.  Japan 13.  South Korea 

4.  Germany 14.  Canada 

5.  India 15.  Turkey 

6.  Russian Federation 16.  Indonesia 

7.  United Kingdom 17.  Iran 

8.  France 18.  Australia 

9.  Brazil 19.  Poland 

10.  Italy 20.  Netherlands 

https://my.dimensional.com/articles/outside_the_flags/2009/10/chinesew/print/#fn1
https://my.dimensional.com/articles/outside_the_flags/2009/10/chinesew/print/#fn2
https://my.dimensional.com/articles/outside_the_flags/2009/10/chinesew/print/#fnref1
https://my.dimensional.com/articles/outside_the_flags/2009/10/chinesew/print/#fnref2
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In this list, China is in 9th position, with a weighting of just over 2% of global market capitalisation, Brazil is in 11th place,  
India is in 18th position and Russia is at the bottom. 
 
Australia ranks at number 6 in terms of market capitalisation, just below Canada and ahead of Germany.  And the US,  
as well as the biggest economy, is the most heavily weighted market, with a country weight of a little more than 40%. 
 
What this tells us is in developing economies, the real economy tends to mature faster than the financial market that  
supports it.  Weighting an investment strategy around the gross domestic product of each country will tend to result  
in an overweight towards emerging markets.  Of course, this may be a legitimate choice for some people, but bear in  
mind it would also be a riskier strategy. 
 
The second consideration is emerging markets should be treated not as an  
alternative to developed markets, but as a distinct asset class.  While they offer  
higher expected returns, they often also tend to be more volatile.  These distinct  
risk-return characteristics mean they require careful management.  Before investing, 
you also need to consider that particular country's respect for property rights; its fair 
treatment of foreign investors; quantitative measures such as liquidity, market cap  
and stock concentration; and trading mechanisms.3 
 
Against that background, it seems clear building an Emerging Markets Strategy around 
just the BRIC economies means  taking on diversifiable risk.  Apart from the fact they 
are big and they are growing rapidly, these four economies have little  in common.  
Brazil and Russia are commodity producers, while India and China are commodity  
importers.  
 
Australia's close linkages with China, through commodity exports, partly explain its  
extraordinary resilience throughout the recession that hit developed economies in  
the past year.  Therefore, an Australian investor who bemoans his lack of exposure  
to China needs to look first in his own backyard.  He has a degree of exposure just  
by investing locally! 
 
This is not just true for Australia.  In the US market, an increasing proportion of the 
sales of listed American companies are sourced offshore.  Indeed, Standard & Poor's 
estimates4 of the S&P 500, just under 48% of all sales last year were produced and 
sold outside of the US.  This means investing a significant proportion of one's global 
assets in the US equity market does not necessarily equate to taking a similar sized  
bet on the US economy.   

In summary, it is true emerging market economies are representing an increasing 
share of world economic output and the investment returns of companies in these  
markets deserve a place in a diversified portfolio.   But, in assessing their exposure  
to emerging markets, investors need to distinguish between the economic opportunity 
and the market opportunity. 
 

Source—Jim Parker, Regional Director, DFA Australia Limited. 
3Emerging Markets: Practical Considerations, Karen Umland, Dimensional, 2003 
4S&P-500 Global Sales, 14 July 2009 
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Disclaimer:  This document is only for the information and exclusive use of the particular person to whom it is provided by Strategy First Financial Planning ABN  69 114 540 528.  

Strategy First Financial Planning has an Australian Financial Services License No 290771.  We disclaim all  liability and responsibility for any opinion expressed or for any error or 

omission that my have occurred in this  document.  Any forecasts are believed to be reliable based on current information but due to our inability to predict future events, they 

cannot be guaranteed. This document is of a general nature only and is not to be construed as providing advice.  It has been prepared without taking into account any person’s 

particular investment objectives, financial circumstances or particular needs. Before making any  investment decision, you should assess for yourself or obtain professional advice 

on whether the information in this document is appropriate to your investment objectives, financial circumstances and needs.  

https://my.dimensional.com/articles/outside_the_flags/2009/10/chinesew/print/#fn3
https://my.dimensional.com/articles/outside_the_flags/2009/10/chinesew/print/#fn6
https://my.dimensional.com/articles/outside_the_flags/2009/10/chinesew/print/#fnref3

