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At year end, out of the 20 best performing equity markets in the world, 19 were emerging markets. It is
interesting to note that the leaders among these top markets were typically smaller, "pre-emerging" markets,
most of which are not currently included in any of the leading indexes. The Year In Review have long been
equity markets Emerging characterized as having higher risks but also higher returns than developed equity
markets. Since , most investors in these markets have focused primarily on the high returns available; will be
remembered for refocusing investor attention on the risks. This was a year in which many emerging markets
experienced dramatic price swings and most markets ended the year at lower levels. Nonetheless, was also a
year of substantial progress in emerging markets, with important advances made in their transaction as capital
raising effectiveness efficiency, of mechanisms, and in the introduction sophisticated investment techniques.
While the volume of portfolio investment into emerging markets in slowed from the very high levels of , the
inflows were still substantial, and a solid foundation for future development has been established. Mexico, for
instance, which many investors viewed as having reached nearly "developed" status, witnessed both positive
and negative political events during the in terms of year; these were outweighed by the to investors, though,
significance of the unanticipated and sharp devaluation Mexican peso in the closing days of the year-an the
throughout event which reverberated international investment community. The IFC Investable IFCI
Composite Index, which measured the returns from However, in a pattern now familiar to emerging also
markets investors, emerging market constituted eight of the ten worst performing markets in However,
reaching experienced a severe correction in February when the U. Federal Reserve raised short-term interest
rates from historically low levels. World stock and bond markets were rocked by this and subsequent rate
increases, which doubled shortterm U. Domestic events in individual emerging markets also impacted prices
throughout the year with strong economic growth and continued political and economic reforms often
counter-balanced FACTBOOK Overall, the movements of the IFC Composite indexes during followed a
roller-coaster path. It is worth noting that in just one emerging were laid for continued This impactreferred to
by much of the global investment press as the "tequila effect"-spilled across regions and continued into early
In , many China, Colombia, the markets-including Philippines, Taiwan China , Zimbabwe-posted triple-digit
percent increases in annual value traded. Among the major emerging markets, only Malaysia, Thailand, and
Turkey reported declines in trading activity compared to activity. A variety of new and sophisticated
instruments and techniques for emerging market investment were introduced or gained wider acceptance in
For example, the use of indexation and other quantitative techniques for emerging markets grew rapidly. In
addition to liquidity gains in many markets, there has been notable improvement in settlement in most
emerging markets. The introduction of improved systems at the exchange, brokerage, and custody levels, has
helped improve investor confidence in the integrity of these markets. But there was also some noticeable
deterioration in this regard, such as in India, where settlement continues to be extremely difficult. Emerging
market derivative activity also grew substantially in Volatility in underlying markets prompted investors to
seek risk management vehicles and use these instruments to gain quick and efficient exposure to these
markets. The use of derivatives on emerging market stocks now covers a full range of instruments, including
listed index futures and options, options on individual stocks, OTC index swaps, and options on index-linked
notes. In addition, a number of emerging markets have, or are in the process of introducing, domestic equity
derivative markets. It is expected that these developments will help enhance the liquidity and transparency of
the underlying cash markets. Emerging markets also showed signs of increasing maturity in terms of their
capital-raising power. The most impressive gain in was perhaps in the trading activity in emerging markets.
The figures for DR trading for other emerging market regions are likely to be less substantial relative to the
whole but still significant in conjunction with increases in local market trading. Overall, despite market
perceptions based on price movements and volatility, the key indicators of growth in stock market size, depth,
and sophistication, indicate that was a good year for emerging markets and one in which foundations
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International Equity Offerings and Foreign Portfolio Capital Flows Notwithstanding the volatility of stock
prices in most emerging markets, was another record year for foreign portfolio capital flows and capital raised
in international capital markets by emergingmarketcompanies. According to pension consulting firm InterSec,
U. Pension plan sponsors increasingly recognize that adding emerging markets equities to their portfolios
helps them extend the efficient frontier of tradeoffs between risk and return. The result is an increased
tendency for pension funds to diversify their holdings out of dollar-based investment and to further
internationalize their equity portfolios. As implied in the surge in new listings and trading, it was also a banner
year for new international offerings of securities. The roller-coaster nature of stock price movements during
opened occasional "windows" for new issues of shares, and the year was replete with initial public
privatizations, and international offerings, offerings. The year was also notable with the entrance of new
players to the field of emerging equity issuers. In the two prior years, DR issues from emerging markets
accounted for less than half of the new DR programs established. Of emerging markets, India was the most
active, establishing 44 DR programs, followed by Brazil with 28 new programs and Mexico with 23 new
programs. Emerging markets were also well represented in DR trading statistics. The most actively traded DR
program during the year was that of Telmex, which traded more than 1 billion receipts shares on the NYSE,
making it was one of the most actively traded stocks on the exchange. Analytical Services to Lipper
According International, interest by investors in emerging markets equity funds continued to be strong in
Over the year, more than open-end funds were established in the U. Some of the new funds launched last year
focused on the smaller and younger emerging markets. For example, during new investment funds were
launched for Bangladesh, Vietnam, the Czech Republic, and for portfolio and direct investment in economies
of the former Soviet Union. Trends and Prospects for Emerging Markets While was a tumultuous year for
emerging markets, it was also a year which evidenced progress in the deepening and broadening of the
markets through increases in liquidity, number of shares in domestic and international markets, and high levels
of portfolio flows. In the early part of , that sophisticated however, it appears institutional investors continue to
be convinced of the inherent validity of the long-term potential of emerging markets and have not pulled their
investments out of these markets. These money managers and investors appear to believe that there is still
value to be obtained in emerging returns which markets from higher-than-average are relatively less correlated
with returns in developed markets. Nonetheless, was a sobering year for emerging markets investors,
especially new investors who learned that the return potential in emerging markets could be more than
balanced by risks, particularly for short-horizon investments. While emerging markets are becoming deeper
and more stable, their volatility remains a constant.
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Dollar, 72 Percent Change in U. Dollar, 74 Percent Change in U. Dollar Exchange Rates 76 In the past decade,
stock markets in the developing world experienced a remarkable growth in size and sophistication. A move to
a market-based economy must involve the financial sector at an early stage. Market forces cannot determine
the pfice and volume of output properly if one of the most crucial factors of production-capital-is priced
artificially and arbitrarily. Free, market-driven financial markets are essential to determine the price of capital
realistically on the basis of retumnexpectationsof investors and to ensure that such capital is used efficiently.
Competitive financialmarkets transmiitefficiency to the real sectors of the economy; controlled markets spread
inefficiency. Stock markets play a critical role in the process, as a source of equity finance as well as a pricing
mechanism for new issues. Economic growth requires that new and growing companies expand their capital
bases. Many are initially closely held firms, often family owned, which need to open up if they are to grow. A
large, liquid stock market facilitates the process, giving the owners a chance to realize capital gains and new
investors a chance to share in future growth and profitability. More remarkably, the value traded on these
exchanges by had increased to nearly 39 times the level of But these indicators of growth in emerging stock
markets do not reveal the scale of their contribution to equity finance. Clearly, local stock markets have
become a significant source of capital for industry. For the past few years, the top performing stock markets in
the world were primarily in developing countries. In , the period on which this Fact book focuses, the top eight
performing markets in the world were in developing countries, and the IFC Composite Index of stocks in 20
emerging markets hit its all-time high in early February. Like any group of widely different markets from
different parts of the world, many emerging markets rose during the year while others fell. The collapse of the
Japanese market at the beginning of the year severely affected the larger Asian markets, such as Korea;
Philippines; and Taiwan, China which comprised half the Composite Index. As investors in developed
countries have recently discovered, the debt crisis of the s obscured the existence of numerous world class
companies in the developing world, particularly in Latin America. The successful launch of new international
securities by companies in Chile, Korea, Mexico, Portugal and Thailand in changed their perspective. The
listing of shares in the Chilean telephone company, for example, marked the first time a Latin American
company had ever been listed on the New York Stock Exchange. The nascent global linkages among
developed and developing markets were reinforced by announcements that additional markets will be opened
to international investors: Country funds continued to attract investors, with over three dozen new funds
offered during the year, despite the existence of generally steep discounts of share prices to net asset value,
and despite sharp declines in prices from levels. Their creation followed investor trends, focusing for the first
time on Latin America and Eastern Europe. Nevertheless, significant developments had also taken place in by
the time this book went to press. Following are some highlights. The market soared in early , with changes in
economic policy and the announcement that the austral would be fully convertible into the dollar. The
government initiated a new economic plan on January 31 in an attempt to halt inflation. Collor Plan II
increased public utility prices, froze wages and prices, eliminated price indexation and abolished overnight
short and medium term financial instruments. In March, the government shortened the required holding period
from 90 days to 1 day and allowed foreigners to purchase individual stocks directly instead of requiring the
purchase of shares in Brazilian funds. The rally ended following a series of EmergingStockMarketsFactbook 3
events, including the postponement of the annual budget, resignation of the prime minister, and the
announcement that the government had sought emergency funding from several foreign governments to avoid
defaulting on debt payments. The move was reportedly undertaken to curb speculative activity against strong
rumors of a major devaluation of the rupiah. The ensuing liquidity squeeze pushed interest rates even higher
than the already high rates prevailing in December, and investor funds flowed from the stock market into bank
deposits. Subsequently, in midMarch, the market improved with subsiding interest rates. In early February, the
Pakistani government announced major liberalization moves, complementing measures announced in
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November of The loosening of foreign exchange controls, the opening up of the Pakistani stock market to
foreigners, free repatriation of capital and profits, and the lifting of several restrictions on the operation of
foreign banks and companies operating in Pakistan were the most significant policies adopted. A military coup
ousted Prime Minister Chatichai Choonhavan from power at the end of February and was followed by the
installation of a Thai businessman, Mr. Anand Panyarachun, as interim prime minister. Trends for the s More
changes are already underway that will continue to transform emerging markets in the s. First, the rate of
creation of new, straight equity country funds is likely to slow rapidly, as the number of markets not covered
by funds shrinks and the number of markets covered by multiple funds increases. Further, the types of funds
available to investors will vary more widely, to focus on new opportunities as governments approve new debt
conversion programs in Latin America and, possibly, Eastern Europe and implement large-scale privatizations.
Second, privatization by itself will quickly increase the size and liquidity of many markets, especially in
Eastern Europe, where such programs could form the core of stock markets that have begun operating only
recently or do not yet exist. Third, the opening of economies to market forces will lead closely held companies
to raise capital from beyond their traditional family owners. Open markets lead to competition, forcing
investments in new facilities, in export drives and in mergers and acquisitions at home and abroad. The rapid
rise in stock prices in many emerging markets also contributes by dropping the cost of equity relative to that of
debt. Stock markets will grow in important source of funds to finance investment in developing countries.
Fourth, the pace of initiatives to improve the environment for foreign portfolio investment is likely to continue
during the s. Already in , Brazil and Pakistan have announced specific programs; others, such as China and the
Philippines, are likely to do so during the year. Fifth, companies in developing countries are raising funds not
just in their national markets but in foreign markets as well. The search for new sources of equity has led
companies in developing countries to issue shares through private placements and public listings on the major
developed markets. The number of such intemational offerings should rise significantly in the s. Finally,
emerging markets are rapidly gaining in sophistication. Numerous markets are in the process of implementing
more effective regulatory environments, better information systems, advanced trading systems, and
centralized, streamlined clearing and settlement procedures. Efficient markets cannot function without credible
information that is disseminated quickly, a need that led IFC to create its Emerging Markets Data Base ten
years ago. These markets are like stock markets everywhere: Over the long run, however, they can provide
substantial benefits to local economies and to foreign investors. But only recently have many of them begun to
demonstrate their potential. The s will see them play an increasingly strong role as a tool for economic
development.
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commentaries on each market's activities in with highlights for the first quarter of , and.
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This thirteenth annual survey of emerging stock markets, prepared by the Emerging Markets Group of the International
Finance Corporation (IFC), provides essential coverage of stock market characteristics for the 45 markets covered by
the IFC's three highly regarded stock market indexes--the Global, Investable, and Frontier Index series.
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The Factbook examines movements of stock markets over the last decade in 27 developing countries, as well as the
impact of 's political and economic events on these markets. Data summaries for dozens of other markets are also
included, along with overviews of emerging market economies and a detailed directory of emerging stock market.
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