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EM VALUE INVESTING MYTHS 

Compared to developed economies, emerging markets are 
generally associated with higher growth rates, larger budget 
deficits, less stable currencies, and more volatile capital markets. 
These characteristics may elicit a view that value investing isn’t 
effective in the developing world. 

Both data analysis and our twenty-one-year history investing 
in emerging-market (EM) equities suggest the opposite to be 
true–that a disciplined, active value approach has demonstrated 
effectiveness in emerging markets equities. We offer powerful 
observations to counter three common EM value investing myths. 
In a balanced portfolio approach, we believe an allocation to an 
EM value strategy can be additive to a return profile over the long 
run while diversifying performance. 

 
MYTH #1: VALUE INVESTING DOESN’T WORK IN 
EMERGING MARKETS

Developing countries exhibit faster GDP growth than developed 
markets, which might lend itself well to growth investing; 
however, there is no correlation between GDP growth and stock 
price performance. In fact, a value approach has historically 
outperformed with cheap (low price-to-book) EM stocks outpacing 
expensive names by 420 basis points per annum since 1989, 
according to Kenneth R. French data1. Exhibit 1 shows a clear 
long-term performance advantage for value stocks in emerging 
markets regardless of the broad market’s direction.

Our research suggests that a value strategy may be even more 
effective in emerging than in developed markets. We believe 
this is due to a host of factors, most notably a discernable 
difference in investor psychology, which manifests in overly 
emotional responses to near-term headwinds. This can result 
in more prevalent and material short-term price dislocations, 
ultimately leading to powerful rebounds if and when value 
stocks normalize to reflect their fundamentals.

1.  Kenneth R. French data, Pzena analysis of monthly value-weighted, 
large-cap EM returns from June 1989 – December 2025; cheap = 
lowest P/B tercile, expensive = highest P/B tercile

EXHIBIT 1: 5-YEAR ROLLING RETURNS OF LOW 
PRICE/BOOK* VS. MSCI EM INDEX (1992 – 
DECEMBER 2025)

Low P/B Outperformed

Low P/B 
Underperformed

Low P/B Outperforms:

In Up Markets: 75% of Time (6.2% Average Alpha)
In Down Markets: 83% of Time (12.8% Average Alpha )

In All Markets: 77% of Time (7.7% Average Alpha)
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Y Y axis: Monthly rolling 5-year USD annualized return of Low Price/Book*
X axis: Monthly rolling 5-year USD annualized return of MSCI Emerging Markets Index 
(gross returns)

Source: MSCI, Sanford C. Bernstein & Co., Pzena analysis
*Cheapest quintile price to book of MSCI EM universe (equal-weighted data);
Does not represent any specific Pzena product or service. Data through December 31, 
2025. 

Past performance does not predict future returns.

MYTH #2: VALUE HAS DEEPER DRAWDOWNS

Given the risky perception of emerging markets investing, it is 
often assumed that value stocks must suffer disproportionally 
large drawdowns during market sell-offs. The reality is that value’s 
drawdowns are similar to other cohorts in terms of both length 
and severity. The subsequent recovery period, however, is why 
value boasts a long-term performance advantage in EM. As Exhibit 
2 shows, after bottoming, value’s rebound is significantly faster 
and more powerful than the market’s. 
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EXHIBIT 2: EM AVERAGE DRAWDOWN CYCLES 
SINCE 1992
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Drawdowns 
are similar for 
all cohorts in 
both length 
and severity

Value 
recovers 
significantly 
faster

Five years from the peak right 
before the drawdown, value 
is significantly higher

Source: Sanford C. Bernstein & Co., Pzena analysis
Value = stocks within the cheapest quintile based on price/book of the MSCI EM 
universe. Value Light = 2nd cheapest quintile. Expensive = most expensive quintile. 
The quintiles are measured on an equally weighted basis. Universe = cap-weighted 
returns of MSCI EM universe. 

Drawdown periods are based on the 8 largest drawdowns of the universe. 
Total return US dollar data from January 1, 1992 – December 31, 2025. 
Does not represent any specific Pzena product or service. Past performance is not 
indicative of future returns.

MYTH #3: VALUE STOCKS ARE VERY VOLATILE

Higher-beta emerging markets understandably endure more 
frequent bouts of volatility but can offer amplified return 
potential for long-term value investors. The return distribution of 
value stocks significantly narrows over longer time horizons, with 
historical performance skewed to the upside. In other words, 
while short-term fluctuations in these markets may appear 
intense, examining the asymmetry of this volatility reveals its 
upside potential. The significant positive skew in value stocks 
highlights the strength of value investing in emerging markets, 
which becomes evident only when analyzing the nature of this 
volatility. Hence, while value may have higher volatility in the 
short term, it is largely skewed to the upside for longer-term 
investors.

The smoothing of value’s performance over longer time horizons 
is perhaps best reflected in its far superior 3- and 5-year risk-
adjusted return metrics (Exhibit 4). 

EXHIBIT 3: EM ROLLING RETURNS SINCE 1992
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Source: Sanford C. Bernstein & Co., Pzena analysis
Value = stocks within the cheapest quintile based on price/book of the MSCI EM 
universe (Equal Weighted). Universe = cap-weighted returns of MSCI EM universe. 
Total return US dollar data from January 1, 1992 – December 31, 2024. 
Does not represent any specific Pzena product or service. Past performance is not 
indicative of future returns.

EXHIBIT 4: EM AVERAGE ROLLING RETURN/RISK 
SINCE 1992

1-Year 3-Year 5-Year 

Value (Q1) 0.46 0.86 1.13 

Value Light (Q2) 0.42 0.60 0.70 

Expensive (Q5) 0.32 0.43 0.63 

Universe 0.36 0.49 0.62 

Source: Sanford C. Bernstein & Co., Pzena analysis
Return/Risk = Average rolling return divided by the standard deviation of the rolling returns.
Value = stocks within the cheapest quintile based on price/book of the MSCI EM universe. 
Value Light = 2nd cheapest quintile. Expensive = most expensive quintile. The quintiles 
are measured on an equally weighted basis. Universe = cap-weighted returns of MSCI EM 
universe. 

Total return US dollar data from January 1, 1992 – December 31, 2025. 
Does not represent any specific Pzena product or service. Past performance does not 
predict future returns.

Geopolitical, macroeconomic, and broad market risk factors are 
ever-present in emerging markets, and we find the situations 
they create – sometimes deemed “uninvestable” – to be 
intriguing. They present opportunities to buy good businesses 
at attractive valuations, and we firmly believe valuation is the 
single best determinant of long-term returns in any geography.
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FURTHER INFORMATION 

This document is intended solely for informational purposes. The views expressed reflect the current views of Pzena Investment 
Management (“PIM”) as of the date hereof and are subject to change. PIM is a registered investment adviser registered with the United 
States Securities and Exchange Commission. PIM does not undertake to advise you of any changes in the views expressed herein. There is 
no guarantee that any projection, forecast, or opinion in this material will be realized. Past performance does not predict future returns. 

All investments involve risk, including loss of principal. Investments may be in a variety of currencies and therefore changes in rates of 
exchange between currencies may cause the value of investments to decrease or increase. The price of equity securities may rise or fall because 
of economic or political changes or changes in a company’s financial condition, sometimes rapidly or unpredictably. Investments in foreign 
securities involve political, economic and currency risks, greater volatility and differences in accounting methods. These risks are greater 
for investments in Emerging Markets. PIM’s strategies emphasize a “value” style of investing, which targets undervalued companies with 
characteristics for improved valuations. This style of investing is subject to the risk that the valuations never improve or that returns on “value” 
securities may not move in tandem with the returns on other styles of investing or the stock market in general.

This document does not constitute a current or past recommendation, an offer, or solicitation of an offer to purchase any securities or 
provide investment advisory services and should not be construed as such. The information contained herein is general in nature and 
does not constitute legal, tax, or investment advice. PIM does not make any warranty, express or implied, as to the information’s accuracy 
or completeness. Prospective investors are encouraged to consult their own professional advisers as to the implications of making an 
investment in any securities or investment advisory services. 
 
The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may not be 
used as a basis for or a component of any financial instruments or products or indices.  None of the MSCI information is intended to 
constitute investment advice or a recommendation to make (or refrain from making) any kind of investment decision and may not be 
relied on as such.  Historical data and analysis should not be taken as an indication or guarantee of any future performance analysis, forecast 
or prediction.  The MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use 
made of this information.  MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating 
any MSCI information (collectively, the MSCI Parties) expressly disclaims all warranties (including, without limitation, any warranties of 
originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this 
information.  Without limiting any of the fore-going, in no event shall any MSCI party have any liability for any direct, indirect, special, 
incidental, punitive, consequential (including, without limitation, lost profits) or any other damages.

For U.K. Investors Only:
This marketing communication is issued by Pzena Investment Management, Limited (“PIM UK”). PIM UK is a limited company 
registered in England and Wales with registered number 09380422, and its registered office is at 34-37 Liverpool Street, London EC2M 
7PP, United Kingdom. PIM UK is an appointed representative of Vittoria & Partners LLP (FRN 709710), which is authorised and 
regulated by the Financial Conduct Authority (“FCA”). The Pzena documents have been approved by Vittoria & Partners LLP and, in the 
UK, are only made available to professional clients and eligible counterparties as defined by the FCA.

For Jersey Investors Only:
Consent under the Control of Borrowing (Jersey) Order 1958 (the “COBO” Order) has not been obtained for the circulation of this 
document. Accordingly, the offer that is the subject of this document may only be made in Jersey where the offer is valid in the United 
Kingdom or Guernsey and is circulated in Jersey only to persons similar to those to whom, and in a manner similar to that in which, it is 
for the time being circulated in the United Kingdom, or Guernsey, as the case may be. The directors may, but are not obliged to, apply for 
such consent in the future. The services and/or products discussed herein are only suitable for sophisticated investors who understand the 
risks involved. Neither Pzena Investment Management, Ltd. nor Pzena Investment Management, LLC nor the activities of any functionary 
with regard to either Pzena Investment Management, Ltd. or Pzena Investment Management, LLC are subject to the provisions of the 
Financial Services (Jersey) Law 1998.


