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“No one can beat the market all the time. Multi-asset strategies provide an instrument that satisfies the need for asset allocation by all investors, particularly long-term investors. This is precisely where the fundamental value-add of investment managers comes in. Multi-Asset Strategies: The Future of Investment Management examines the overall theory and practices of multi-asset investing, providing investment managers with an invaluable reference.” Hong Lei Chairman, Asset Management Association of China “Larry Cao has brought together top-flight investment professionals with a diverse approach to multi-asset class management. As a global asset allocator, I very much appreciate the mosaic approach of Multi-Asset Strategies. Without doubt, this book leaves the reader with a holistic view of best practice in the field.” Robert Browne, CFA CIO, Northern Trust
Hong Lei
Chairman, Asset Management Association of China

This research report provides an in-depth analysis of emerging market investing using a multi-asset granular and dynamic portfolio approach. Emerging markets offer attractive investment opportunities but are also associated with higher risk and volatility. Therefore, a comprehensive and adaptive investment strategy is crucial to maximize returns while managing risks (Pierpaolo Grippa and Lucyna Gornicka, 2016). This report explores the benefits, challenges, and key considerations of implementing a multi-asset approach in emerging market investing. It also examines the importance of granularity in portfolio construction and the significance of dynamically adjusting allocations based on market conditions.
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By adopting a multi-asset granular and dynamic portfolio approach, investors can better navigate the complex and ever-changing landscape of emerging markets. This research report aims to equip investors and fund managers with valuable insights and practical guidance to enhance their investment strategies in emerging markets while managing risks effectively.
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Introduction

Emerging market investing has gained significant attention in recent years due to the potential for high returns and diversification benefits Josh (DavisGrace (Tiantian) QiuGerman RamirezHelen GuoDing LiZhihui Yap 2022). Emerging markets encompass economies that are in the process of rapid industrialization and growth, exhibiting characteristics such as expanding middle classes, increasing urbanization, and favorable demographics. These markets present unique investment opportunities across various sectors, including technology, consumer goods, energy, and finance.
2.1 The objective of this research report
 To explore the multi-asset granular and dynamic portfolio approach in emerging market investing. By combining multiple asset classes and adopting a granular approach, investors can diversify their portfolios and capture specific opportunities within emerging markets. Additionally, the report aims to highlight the importance of dynamically adjusting portfolio allocations to navigate the ever-changing market conditions and effectively manage risks.
2.2 Growth Potential and Investment Opportunities
Emerging markets offer compelling growth potential due to several factors, including favorable demographics, expanding consumer markets, and untapped resources (Amundi 2019). These markets often experience higher economic growth rates compared to developed economies, presenting attractive investment opportunities across various sectors. Sectors such as technology, consumer goods, infrastructure, and healthcare are particularly promising in emerging markets.

2.3 Risk Factors and Challenges Associated with Emerging Market Investments
While emerging markets offer enticing opportunities, they also come with inherent risks and challenges. Some of the key risk factors include political instability, regulatory uncertainties, currency volatility, liquidity constraints, and inadequate infrastructure. Investors need to be aware of these risks and implement risk management strategies to mitigate potential downsides associated with investing in emerging markets.

Moreover, emerging markets are susceptible to global macroeconomic factors, such as changes in interest rates, trade policies, and commodity prices. These external factors can significantly impact the performance and stability of emerging market investments, making it crucial to closely monitor and adapt investment strategies accordingly.

Understanding the opportunities and challenges of emerging markets sets the foundation for implementing a multi-asset granular and dynamic portfolio approach. The subsequent sections of this research report will delve into the specific strategies and considerations involved in adopting this approach to maximize returns while effectively managing risks in emerging market investments.

Multi-asset investment strategies involve diversifying investments across multiple asset classes to achieve a balance between risk and return. By spreading investments across different asset classes, such as stocks, bonds, commodities, real estate, and alternative investments, investors can potentially reduce risk and enhance returns (Hensel, Chris R., D. Don Ezra, and John H. Ilkiw1991).

Here are the key points to consider regarding the application of a multi-asset granular portfolio approach:

3.  Overview of a multi-asset investment strategy:
A multi-asset investment strategy involves constructing a portfolio that combines various asset classes based on the investor's risk tolerance, investment goals, and time horizon. The goal is to achieve optimal risk-adjusted returns by diversifying across different asset classes that have historically exhibited low correlation with each other.

3.1 Benefits of diversification across asset classes:
Diversification is a fundamental principle in investing. By including assets with different risk and return characteristics in a portfolio, the overall risk can be reduced without sacrificing potential returns. Asset classes tend to perform differently under different economic conditions, so diversification across asset classes helps mitigate the impact of market volatility and specific risks associated with individual investments.

3.2 Importance of granularity in emerging market investments:
Emerging markets can offer attractive investment opportunities, but they also carry higher levels of risk compared to developed markets. Granularity refers to the ability to diversify investments within specific markets or sectors. In emerging markets, it becomes crucial to allocate investments across different countries, industries, or specific companies to spread risk and capture potential growth opportunities while mitigating country-specific or sector-specific risks.

3.3 Asset allocation considerations in a multi-asset portfolio:
Asset allocation is a critical aspect of multi-asset portfolio construction. It involves determining the appropriate mix of asset classes based on factors such as risk tolerance, return objectives, investment horizon, and market conditions. Factors to consider when allocating assets include historical performance, correlation between asset classes, market trends, economic indicators, and fundamental analysis( Bodie Z and Brière M, 2014)

The allocation decision should be based on a thorough understanding of the investor's risk appetite and financial goals. For example, a more conservative investor may allocate a larger portion of their portfolio to fixed-income assets like bonds, while an aggressive investor may allocate a higher percentage to equities. Other factors to consider include liquidity needs, tax implications, and potential currency risks.

In summary, a multi-asset granular portfolio approach allows investors to diversify across different asset classes, reducing risk and potentially enhancing returns. The granularity becomes especially important in emerging market investments to diversify risks within specific markets or sectors. Careful asset allocation considerations should be made to align the portfolio with the investor's risk tolerance and investment objectives.
4.0 Dynamic Portfolio Management in Emerging Markets:
Dynamic portfolio management in emerging markets is crucial due to the unique characteristics and risks associated with these markets. The need for dynamic portfolio adjustments arises from the dynamic nature of emerging markets, including frequent changes in economic and political conditions, regulatory environments, and market sentiments. Here are some key points related to dynamic portfolio management in emerging markets:

4.1 Market Timing and Tactical Asset Allocation: Dynamic portfolio management involves making adjustments to asset allocation based on market conditions and opportunities. Market timing refers to the practice of adjusting the allocation of assets in anticipation of market movements. Tactical asset allocation involves actively shifting the allocation of assets based on short-term market trends and opportunities.

4.2 Key Factors Influencing Dynamic Portfolio Management: Several factors influence dynamic portfolio management in emerging markets (Brinson Gary P., Brian D. Singer, and Gilbert L. Beebower.1991). These factors include macroeconomic indicators, political stability, regulatory changes, currency risks, liquidity conditions, and market sentiments. Portfolio managers need to continuously monitor and assess these factors to make informed decisions regarding portfolio adjustments.

4.3 Risk Management Techniques in Dynamic Portfolios: Dynamic portfolio management in emerging markets requires effective risk management techniques. These techniques may include diversification across asset classes and geographic regions, active monitoring of portfolio exposures, stress testing, and the use of derivative instruments for hedging purposes. Risk management is crucial to mitigate the specific risks associated with emerging markets, such as currency fluctuations, political instability, and liquidity risks.

4.4 Implementing the Multi-Asset Granular and Dynamic Approach:
Implementing a multi-asset granular and dynamic approach involves constructing portfolios that encompass a diverse range of asset classes and adopting a dynamic investment strategy. Here are some key aspects related to implementing this approach:

4.5 Portfolio Construction Methodologies: The multi-asset granular and dynamic approach requires a systematic and structured process for constructing portfolios. This involves identifying suitable asset classes, determining their weightings based on risk-return considerations, and setting target allocations. Modern portfolio theory and optimization techniques can be employed to create efficient portfolios that maximize returns for a given level of risk.

4.6 Selection Criteria for Individual Investments: When implementing a multi-asset approach, careful consideration is given to selecting individual investments within each asset class. Selection criteria may include fundamental analysis, valuation metrics, historical performance, risk factors, and qualitative assessments. The goal is to identify investments that align with the portfolio's objectives and contribute to its overall diversification and risk-return profile (Pascal Blanqué P and Mortier V 2019).

4.7 Performance Evaluation and Benchmarking: To assess the effectiveness of the multi-asset granular and dynamic approach, performance evaluation and benchmarking are essential. Performance metrics, such as risk-adjusted returns, portfolio volatility, and tracking error, are used to measure the portfolio's performance against a benchmark index or a set of predetermined targets. Regular evaluation allows portfolio managers to identify areas for improvement and make necessary adjustments to enhance portfolio performance.

Overall, implementing a multi-asset granular and dynamic approach involves constructing portfolios that are well-diversified across asset classes and continuously adjusting the asset allocation based on market conditions. This approach aims to optimize risk-adjusted returns and adapt to changing market dynamics in order to meet investment objectives.

5.0 Implementing the Multi-Asset Granular and Dynamic Approach requires careful consideration of portfolio construction methodologies, selection criteria for individual investments, and performance evaluation and benchmarking. Here's an overview of each aspect:

5.1 Portfolio Construction Methodologies:
The Multi-Asset Granular and Dynamic Approach aims to build a diversified portfolio across multiple asset classes while considering the dynamic nature of market conditions. Some common methodologies used in this approach include:

a. Asset Allocation: Determine the optimal allocation of assets across different asset classes (e.g., equities, fixed income, commodities, real estate) based on risk-return objectives and market conditions. This can be done using quantitative models, fundamental analysis, or a combination of both.

b. Risk Management: Implement risk management techniques to control portfolio volatility and downside risk. This may involve diversification, hedging strategies, or incorporating risk models and scenario analysis.

c. Tactical Asset Allocation: Make strategic adjustments to asset allocation based on short-term market outlook or opportunities. This could involve overweighting or underweighting certain asset classes based on market trends, valuations, or other factors.

Selection Criteria for Individual Investments:
To implement the Multi-Asset Granular and Dynamic Approach, specific selection criteria should be established for individual investments within each asset class. Some common criteria include:

a. Fundamental Analysis: Evaluate the financial health, growth prospects, competitive positioning, and valuation of individual companies or assets. This may involve analyzing financial statements, industry trends, management quality, and conducting company-specific research.

b. Quantitative Analysis: Utilize quantitative models and techniques to assess investment opportunities. This may include factors such as historical performance, valuation metrics, earnings growth, or other quantitative indicators.

c. Risk-Return Profile: Consider the risk-return characteristics of individual investments. Assess factors such as volatility, liquidity, credit quality, and correlation with other holdings to ensure proper diversification and alignment with portfolio objectives.

Performance Evaluation and Benchmarking:
To evaluate the performance of a Multi-Asset Granular and Dynamic portfolio, it is essential to establish relevant benchmarks and performance evaluation methods. Some considerations include:

a. Benchmark Selection: Choose appropriate benchmarks that reflect the asset allocation and investment strategies employed in the portfolio. For example, a broad-based market index, a blended index, or a custom benchmark tailored to the portfolio's unique characteristics.

b. Performance Measurement: Calculate portfolio returns, risk-adjusted performance metrics (e.g., Sharpe ratio, information ratio), and other relevant indicators such as tracking error, drawdowns, and portfolio attribution.

c. Regular Monitoring: Continuously monitor and review the portfolio's performance against the benchmarks and objectives. Identify areas of outperformance or underperformance and assess the effectiveness of the portfolio construction methodologies and investment selection criteria.

d. Performance Attribution: Analyze the sources of portfolio performance, such as asset allocation decisions, security selection, or market timing. This helps identify the drivers of returns and provides insights for future decision-making (Gary P. Brinson, Randolph Hood, and Gilbert L. Beebower 1986)

Examples 
By implementing these portfolio construction methodologies, selection criteria, and performance evaluation techniques, you can effectively apply the Multi-Asset Granular and Dynamic Approach to investment management. It is important to adapt these approaches to your specific investment objectives, risk tolerance, and market conditions. To illustrate the application of the multi-asset granular and dynamic approach in emerging market investing, one could consider hypothetical case studies based on past market scenarios. These case studies would involve analyzing the performance of diversified portfolios in different emerging markets and how the granular and dynamic approach could potentially enhance returns or mitigate risks ( Lee, Wai 2011)

For example, a case study might focus on a diversified portfolio in an emerging market with exposure to equities, bonds, and commodities. By conducting rigorous research and analysis, the portfolio manager identifies specific stocks, bonds, and commodities that show promising growth potential. Over time, the portfolio manager actively adjusts the allocation based on changing market conditions and regularly reviews the individual assets to ensure they continue to meet the investment thesis.

Comparison with Traditional Approaches:
When comparing the performance of the multi-asset granular and dynamic approach with traditional approaches in emerging market investing, several factors come into play. Traditional approaches often involve broader market exposure through index funds or passive strategies. While these approaches offer simplicity and lower costs, they may not take advantage of specific investment opportunities or adapt to changing market conditions as actively managed strategies can.

The multi-asset granular and dynamic approach aims to generate alpha by actively selecting assets and adjusting the portfolio allocation. This approach may provide the potential for outperforming traditional approaches during favorable market conditions or when certain sectors or industries within emerging markets are performing well. However, it is important to note that active management also introduces the risk of underperformance if the portfolio manager's decisions do not align with market movements.

To evaluate the performance of the multi-asset granular and dynamic approach against traditional approaches, various metrics such as risk-adjusted returns, volatility, and correlation analysis would be necessary (Rockafellar, R.T., and S. Uryasev. 2000)Additionally, it's crucial to consider the time horizon, market cycles, and the specific emerging markets under examination.

In practice, the performance comparison between different investment approaches can vary depending on the specific market conditions, the skill and expertise of the portfolio manager, and the overall investment strategy employed. Conducting a comprehensive analysis and reviewing historical data, case studies, and research reports from reputable sources would provide a more accurate and reliable assessment of the performance comparison.

Conclusion:

The research on emerging market investing has highlighted the importance of adopting a multi-asset granular and dynamic portfolio approach. This approach takes into account the unique characteristics and risks associated with investing in emerging markets, and seeks to optimize returns while managing risks effectively.

Key Findings:

Diversification: A granular portfolio approach allows investors to diversify their investments across a wide range of emerging market assets, such as stocks, bonds, commodities, and currencies. This diversification helps mitigate the impact of individual asset volatility and improves overall portfolio stability.

Risk Management: By employing a dynamic portfolio strategy, investors can actively manage their exposure to different emerging market sectors and countries based on changing market conditions. This helps in reducing potential losses during market downturns and capitalizing on opportunities during upturns.

Research and Due Diligence: Granular portfolio management requires in-depth research and due diligence to identify attractive investment opportunities within emerging markets. This involves analyzing economic indicators, political stability, regulatory frameworks, and company fundamentals to make informed investment decisions.

Recommendations for Investors and Fund Managers:

Embrace Granularity: Investors and fund managers should embrace the granular portfolio approach to optimize their exposure to emerging markets. By diversifying across multiple assets and sectors, they can capture the potential upside while managing downside risks effectively.

Regular Review and Rebalancing: Regularly review and rebalance the portfolio to align with the changing dynamics of emerging markets. This involves assessing the performance of individual assets, analyzing market trends, and adjusting the portfolio composition accordingly.

Access to Research and Expertise: Investors and fund managers should have access to comprehensive research and expert insights on emerging markets. This can be achieved through partnerships with research providers, hiring experienced analysts, or leveraging the expertise of investment professionals.

Future Prospects and Potential Areas for Further Research:

Impact of Geopolitical Factors: Further research can explore the impact of geopolitical factors, such as trade tensions, political instability, and regional conflicts, on the performance of granular portfolios in emerging markets.

Sustainable Investing: Investigate the integration of environmental, social, and governance (ESG) factors into granular portfolio management in emerging markets. This would analyze the potential benefits and challenges of incorporating sustainability considerations in investment decision-making.

Technology and Innovation: Explore the role of technology and innovation in enhancing the granular portfolio approach. This could include evaluating the impact of emerging technologies, such as artificial intelligence and blockchain, on portfolio optimization and risk management.
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