
 

 

Investors flee emerging markets 

 
The Chinese slowdown and commodities slump has seen investors flee equity and fixed income 
ETFs at the fastest pace in 18 months. 
 

 Emerging market combined PMI data indicate stagnating growth  

 Emerging market ETFs have seen $3.7bn of outflows so far this quarter 

 Bond emerging market ETFs on track for their worst ever quarterly outflow 
 

The surging dollar and weakening 
commodities prices have combined to put 
pressure on emerging market economies 
which are dependent on natural resources. 
Compounding these strains, net importers of 
natural resources such as China have been 
hit with slowing growth; adding to 
commodities’ sinking prices.  
 
These forces have combined to see the June 
Markit Emerging Market PMI sink into 
negative territory for the first time in two years. 
The July reading rebounded somewhat to 
50.2, but the index is still indicating that 
emerging market GDP grew at a pace of 
around 4% in the last few months. This 
growth indicates the weakest pace of 
expansion since the financial crisis. 

 
 
This slowing growth has also been reflected 
in equity prices as the MSCI Emerging Market 
index slumped to a four year low in recent 
weeks. This has led to an exodus out of 
emerging market ETFs. 

ETFs see outflows 
So far this quarter, investors have pulled over 
$3.7bn out of the 229 emerging market and 
Bric exposed ETFs. While investors have 
been largely avoiding emerging markets in 
the last 12 months, the outflows seen so far 
this quarter are on track to mark the worst 
quarter for the asset class since Q4 2014. 
 

 
The two largest products, the Vanguard FTSE 
Emerging Market ETF and the iShares MSCI 
Emerging Market ETF, which manage two 
thirds of total $120bn of emerging market 
ETF assets, have led the trend with a 
combined outflow of $2.6bn. 
 
Bond funds also under pressure 
The outflows haven’t been limited to equity 
products as the 45 emerging market bond 
ETFs have seen $ 718m of outflows so far 
this quarter. If outflows continue at this pace, 
the asset class will experience its worst 
outflow period on record. The fund driving this 
trend has been the iShares J.P. Morgan USD 
Emerging Markets Bond ETF (EMB) which 
has seen $628m of outflows. 
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Investors had been eagerly adding to their 
emerging market bond exposure in the last 
couple of years, as demonstrated by the 
seven consecutive quarterly inflows seen 
since Q1 2014. But it appears that the 
prospects of a US rate rise and the 
subsequent impact on emerging markets is 
causing investors to turn away from the asset 
class. 
 
Investors are now requiring 300bps of extra 
yield over US treasuries to hold emerging 
market government bonds, up from a recent 
low of 250bps in May according to the Markit 
iBoxx Emerging Market Sovereign index. This 
means that the EMB ETF has 
underperformed the wider treasury index that 
tracked by the iShares U.S. Treasury Bond 
ETF by 2.7% in over that period. 
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