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Recent data reaffirm that the structure of the world economy is changing fast.
This can best be expressed by countries’ shares in world gross domestic prod-
uct (GDP). The faster growing countries naturally gain shares while the slower
ones are losing shares in world GDP. Investors therefore need to look closely
at whether their investment portfolios remain aligned with the world economy to
capture actual and potential future investment opportunities.

GDP measures all economic transactions in a country normally during a one-
year period at market prices. The bigger the economy therefore the bigger
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years between 2005 and 2015. Most investors by any meaningful economic
measure continue to be substantially underweight emerging markets. This is
because investment portfolios are typically being allocated on the basis of mar-
ket capitalisation. Until recently, this may have provided a good enough proxy
for investment opportunities. However, the increasing asymmetry between
market capitalisation and GDP in particular with regard to fixed-income sug-
gests that this is no longer the case. The weighting of investment portfolios by
GDP rather than market capitalisation therefore provides a more meaningful
approach to seek exposure to the sources of growth of the world economy.”
Investors will therefore need to reassess continuously whether their conven-
tional guides to portfolio allocation remain valid.

" See also The Emerging View, issue no. 57, June 2009.
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