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Disclaimer
This is intended to provide a general outline of Deutsche Asset Management product capabilities in a specific asset class.  
It is not an offer of securities or financial products, nor is it financial product advice.  The Fund/s referred to are issued by 
Deutsche Asset Management and Product Disclosure Statement/s can be obtained from http://www.am.australia.db.com
or by calling Deutsche Client Services on 1800 034 402.  You should consider the relevant Product Disclosure Statement 
in deciding to acquire or to continue to hold a product referred to.  As this document has been prepared without taking 
account of your objectives, financial situation and needs, you should consider its appropriateness having regard to your 
objectives, financial situation and needs. 

An investment is not a deposit with or any other type of liability of Deutsche Bank AG ARBN 064 165 162, Deutsche Asset 
Management (Australia) Limited or any other member of the Deutsche Bank AG Group and the capital value of and 
performance of an investment is not in any way guaranteed by Deutsche Bank AG, Deutsche Asset Management 
(Australia) Limited or any other member of the Deutsche Bank AG Group. Investments are subject to investment risk, 
including possible delays in repayment and loss of income and principal invested. 

Although non-Deutsche specific information has been prepared from sources believed to be reliable, we offer no 
guarantees as to its accuracy or completeness.  Past performance is not an indicator of future results.  Any performance 
forecasts are not promises of future performance and are not guaranteed.  Opinions expressed may change. This 
document describes some current internal investment guidelines and processes. These are constantly under review, and 
may change over time. Consequently, although this document is provided in good faith, it is not intended to create any 
legal liability on the part of Deutsche Asset Management, and does not vary the terms of a relevant Product Disclosure 
Statement. All dollars are Australian dollars unless otherwise specified. All indices are copyrighted by and proprietary to 
the issuer.
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“Habit rules the unreflecting herd”
William Wordsworth
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Agenda

The place of emerging markets in global equity portfolios

Are benchmarks still relevant?

The world has changed – History has repeated itself

- Why we cannot avoid emerging market companies

An alternative way to invest globally in the new world

- A thematic approach to the problem

Conclusion
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Emerging markets
Stellar returns last few years

2003  56%*

2004  26%

2005  35%

Source: MSCI

*US$ returns for years ending 31December for MSCI Emerging Markets (Free) Index
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Common based returns from January 2003 (US$)
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Emerging markets
Performance has produced a host of new products:

Brazil

Russia

India 

China
Market still under the influence of benchmarks despite 
all the academic work done on failings and 
shortcomings of Modern Portfolio Theory
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“Has everyone constructed the wrong portfolio”
James Dick

The Markowitz model is simply an observation between 
two points in time.

It is not a dynamic model that can be used to predict 
from a real world starting point.
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Emerging markets

Performance has spurred new debate -

How to invest in emerging markets?

Is history our best guide?
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10 year risk and return
MSCI Emerging Markets (Free) vs MSCI World Index
Annualised portfolio outcomes
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Source : MSCI  World Accumulation and  MSCI Emerging Market (Free) Accumulation indices as at 
30 June 2006 in Australian Dollars. Volatility is annualised standard deviation. All returns are 
annualised.
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Are benchmarks still relevant?

Most investors use the MSCI World index as the basis 
for constructing a global portfolio and for asset 
allocation between asset classes.

This approach is flawed for a number of reasons



·  · page 12

“Markets have emerged, submerged and re-emerged”

William Goetzmann, Yale University – Re-Emerging Markets

Throughout history:

Are benchmarks still relevant?
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Are benchmarks still relevant?

Fama and French have made numerous studies that 
illustrate the limitations of using historical time period 
analysis to adequately describe the future.

MSCI World Index is not constructed rationally



·  · page 14

Is the MSCI Emerging Market (Free) Index 
appropriate for optimal asset allocation?

Emerging market data is highly non-normal

Risk parameters change through time and are non-
stationary

These markets are not integrated into world capital 
markets 

This is a problem – Financial market integration is 
critical for the CAPM to function.
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10 year risk and return
MSCI Emerging Markets (Free) vs MSCI World Index
Annualised portfolio outcomes
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Source : MSCI  World Accumulation and  MSCI Emerging Market (Free) Accumulation indices as at 
30 June 2006 in Australian Dollars. Volatility is annualised standard deviation. All returns are 
annualised.
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History has repeated itself

Barge Haulers on the Volga. 1870-1873.  By Ilya Repin. Oil on canvas. 
The Russian Museum, St. Petersburg, Russia
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Geographical attack of industrial advantage

“McKinsey, the management 
consultancy, this week 
predicted that half the top 
100 companies by market 
capitalisation would hail from 
emerging markets, 
particularly Asia, in 10 to 15 
years.”
Source: Financial Times, November 19/20, 2005 
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Geographical attack of industrial advantage

Cement
Chemicals
Generic Pharmaceuticals
DRAM/Microchips
IT Services
Metals and Mining
Oil and Gas
Steel
Personal Computers

Emerging 
markets 

Source: Deutsche Asset Management 

Contested 
industries 
Automobiles
Consumer Electronics
Financials
Leisure
Software
Telecommunications

Developed 
markets 
Capital Goods
Luxury Brands
Biotechnology
Retail
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5 year risk and return
MSCI Emerging Markets (Free) vs MSCI World Index
Annualised portfolio outcomes

Source : MSCI  World Accumulation and  MSCI Emerging Market (Free) Accumulation indices as at 
30 June 2006 in Australian Dollars. Volatility is annualised standard deviation. All returns are 
annualised.
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An alternative way to invest globally

Our philosophy

“One increasingly integrated global market”
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An alternative way to invest globally
The world is one economy, one market

Companies must react to secular change not just to 
survive but to profit and grow

It therefore makes sense to construct a portfolio based 
around the themes that are driving long term secular 
change rather than a flawed benchmark

We find 8 to 12 themes that have low correlations 
between them but have high correlations between the 
stocks that make up each thematic cluster

We populate the portfolio with the most attractively 
priced securities that fit each theme optimised by 
expected upside
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An alternative way to invest globally
Country and sector weightings are a residual of the 
process

We are benchmark agnostic although we do measure 
tracking error and are aware of our common factor 
risks

The process has delivered portfolios that are well 
diversified across sectors and geographically

The process has delivered out performance across all 
market conditions
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Gross performance

Source: Deutsche Asset Management.  *Since inception 4 October 1996
Gross: shows performance gross of management fees, net of performance fees. 
*Fund ranking from the Mercer  Overseas shares – Core Managers Survey

Deutsche Global Equity Thematic Fund
As at 30 June 2006
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Gross performance

Source: Deutsche Asset Management.  *Since inception 4 October 1996. The benchmark used for the since inception number only is 
the MSCI (ex Australia) Index. Gross: shows performance gross of management fees, net of performance fees. 
**Fund ranking from the Mercer  Overseas shares – Core Managers Survey

Deutsche Global Equity Thematic Fund
As at 30 June 2006

Fund rank**
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Conclusions
Combining developed and emerging market portfolios 
is inefficient in a simple linear combination
View the world as one entity and construct a portfolio 
accordingly

Market capatalisation weighted benchmarks have been 
challenged over the last few years
New products (eg Deutsche and Intech) exploit these 
inefficiencies

The original CAPM made no assumptions about 
benchmarks – A “market portfolio” was defined to cover 
all investable assets
Applying the original theory allows us to construct portfolios 
that will provide superior future returns

Source: Deutsche Asset Management
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“Habit rules the unreflecting herd”
William Wordsworth



Thank you…… Questions?



Which session are you in?
1. PIMCO
2. Principal Global Investors
3. Colonial First State
4. Deutsche Asset Management
5. Challenger Financial Services

Gizmo time



Please rate the overall quality of 
this session…
1. awful
2. Poor
3. Mediocre
4. Good
5. Very good
6. Great!

Gizmo time




