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lot to be desired in 2018. Across developing countries, the performance of 
bonds, stocks and currencies was poor in absolute levels and relative to those 
of the developed world. The headwinds they faced include escalating tensions 

away from quantitative easing to quantitative tightening, and idiosyncratic 
economic and political struggles.

broader perspective. Analysis presented in our October 2018 whitepaper titled 
“Thinking strategically about Emerging Markets” shows that, despite their 
volatility, the inclusion of emerging market assets in a buy-and-hold, strategic 
global portfolio has improved the risk-reward balance over the last 15 years, 

attractive valuations, with equities valued at 10.5x forward earnings and an 
above-average 25 percent discount to their developed market peers. Spreads 
over US Treasuries of emerging market sovereign bonds in USD have widened 
by 140 basis points in the last 12 months to 420 basis points.

Yields, at close to 7 percent, have reached a post-crisis high. Our analysis 
suggests that the long-term fundamental picture of emerging economies 
remains strong. The current juncture therefore presents an opportunity to 
scoop up assets on the cheap and make sure investors hold these close to 
long-term strategic targets. For a moderate-risk investor, we recommend a 
6 percent strategic allocation to emerging market equities and 2 percent to 
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Looking shorter term, we think recent investor concerns 
that the global economy is getting close to “end of cycle” 
are overdone. We therefore maintain a moderate pro-
risk stance in our portfolios. A more “data-dependent” 
Federal Reserve should pave the way for a weaker dollar, 

to emerging market assets. In addition, de-escalating 
US-China trade tensions would be a boost for Asian 

its economy, another catalyst for good emerging market 
performance. In this context, we recently moved some 
of our global equities overweight to emerging market 
equities, and we maintain an overweight in USD-
denominated sovereign bonds from the emerging world 
as we see scope for spreads to tighten moderately in the 
next six months.

There are risks to our strategic and tactical 
recommendations to emerging market assets, of 
course. Progress has been slow in the modernization of 
institutions, and domestic debt levels have been on the 

segment seeing a large increase in leverage. Tactically, we 
are concerned about a more-aggressive-than-expected 
Fed, a sharp slowdown of global economic activity and a 
continued escalation of US-China trade tensions. 

All in all, we believe that through a steadfast, even-

most dynamic set of regions. As we turn the page on a 

that emerging markets should constitute an integral part 
of global portfolios, and that tactical opportunities exist 
at the moment. Although it is rarely easy to buy what has 
done poorly, investors would do themselves a disfavor by 
overlooking the value that 2018 has created in emerging 
market assets.

As published in UBS House View Monthly Letter, January 
7, 2019.
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term events and liquidate current holdings, thus locking 
in losses. But for disciplined investors, especially those 

drawdowns are recovered quickly and pose little risk of 

rewarded for their patience in recent weeks, as staying the 
course has allowed them to participate in a greater than 
10 percent gain in global stocks since the Christmas Eve 

this recent surge in volatility would have crystallized a 

Of course, what really matters most to investors is what 
comes next. With stock market optimism having all but 
disappeared in December, there’s very little “euphoria” 

And global stocks are back in the “bargain bin,” especially 
overseas, where international stocks trade at a discount 
of 15 percent – 25 percent versus their 30-year average 
P/E ratios. The US is more fairly valued, but remains cheap 
compared with prior environments with similar solid 

Equity markets are certain to encounter further turbulence 
in the year ahead, but the market now appears much 
better braced for such events. Investors should take this 
opportunity to make sure they’re prepared for the next 
bear market, when it eventually comes, without throwing 
in the towel in the meantime. In other words, to quote 
JP Morgan’s Dr. David Kelly, a valued member of UBS’s 
Research Advisory Board, we need to “make hay while the 

Michael Ryan

Amid the meltdown in risk assets at the end of 2018, 
market participants rightly fretted over the damage done 
to investment portfolios. Not only did the fourth quarter 
represent the worst quarterly performance for US equity 

of the year registered the worst December for domestic 
stocks since the Great Depression. It’s no wonder, then, 
that investors ended the year with a certain sense of dread 
over what 2018 might have wrought.

portfolios were down somewhere between 4% and 

than many had initially feared. This divergence between 
expectations and reality can be explained by the solid gains 

losses, and the “recency bias” that exaggerated the sense 
of year-end losses.

these losses had been preceded by an 11.1 percent year-

magnitude of portfolio losses were most likely exacerbated 
by the intensity of the pain felt during the market’s steep 
year-end decline.

But as my colleague Justin Waring recently noted in his 
blog post , 
short-term pain due to periodic bouts of market volatility 
need not translate into permanent damage to portfolios 

volatility will pose risks to those who overreact to short-
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CIO Wealth Management Research is provided by UBS Financial Services Inc. In Canada, CIO Wealth Management Research is provided by UBS Investment Management Canada 
Inc.  
 
The views expressed in the research provided do not constitute a personal recommendation or take into account the particular investment objectives, investment strategies, 
financial situation and needs of any specific individuals. They are based on numerous assumptions. Different assumptions could result in materially different results. We 
recommend that you obtain financial and/or tax advice as to the implications (including tax) prior to investing. 
 
As a firm providing wealth management services to clients, UBS Financial Services Inc. offers both investment advisory services and brokerage services. Investment advisory  
services and brokerage services are separate and distinct, differ in material ways and are governed by different laws and separate arrangements. It is important that clients  
understand the ways in which we conduct business and that they carefully read the agreements and disclosures that we provide to them about the products or services we offer. 
For more information, visit our website at ubs.com/workingwithus. 
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