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Substantial underperformance over the past decade has driven many investors to question the wisdom of allocating equity assets to
emerging markets. In addition to only having 35 years of quality data available, emerging market equities exhibit a return profile that tends
to be psychologically challenging to stick with - long periods of lagging performance punctured by short bursts of substantial
outperformance. Many other assets that investors ultimately capitulate on, like commodities and managed futures, exhibit similar return
profiles.

Despite these challenges, our analysis indicates a modest allocation to EM within equity portfolios enhances the expected value of wealth
accumulation over 5-10-year strategic horizons.

OUR VIEW

1. Fifteen years of underperformance

Fig. 1: A lost decade and a half for EM
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2. Relative outperformance has exceeded underperformance

. Since 1988, the earliest year fOF WhiCh quality EM equity Source: Bloomberg, Mill Creek Period reflects 1988-Nov. 2022

data is available, EM equities have outperformed Fig. 2: EM comprises 11% of the equity market
developed market equities in 20 out of 34 years.

e Calendar year outperformance and underperformance
have averaged 20.7% and -18.7%, respectively, since
1988.

3. We are currently underweight emerging market equities

* EM equities comprise just over 11% of the global market
cap. Academic theory indicates that purely passive
investors would hold a market weight.

e Our quantitative analysis indicates a lower strategic level
of EM exposure, 8-10%, is optimal within equity portfolios
over the long term.

e Currently, our target exposure falls even lower, at 6-7%
(about 4% total exposure within a balanced asset = Developed International Emerging Markets = United States
allocation) due to tactical headwinds.

e To derive the benefit of emerging markets, investors Source: Bloomberg. Morningstar Direct, Mill Creek
should rebalance after significant relative
outperformance or underperformance to reset their
exposure.



Any views expressed above represent the opinions of Mill Creek Capital Advisers ("MCCA") and are not intended as a
forecast or guarantee of future results. This information is for educational purposes only. It is not intended to provide, and
should not be relied upon for, particular investment advice. This publication has been prepared by MCCA. The publication is
provided for information purposes only. The information contained in this publication has been obtained from sources that
MCCA believes to be reliable, but MCCA does not represent or warrant that it is accurate or complete. The views in this
publication are those of MCCA and are subject to change, and MCCA has no obligation to update its opinions or the
information in this publication. While MCCA has obtained information believed to be reliable, MCCA, nor any of their
respective officers, partners, or employees accepts any liability whatsoever for any direct or consequential loss arising from
any use of this publication or its contents.
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