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“Quality remains fundamentally 
strong despite recent 
underperformance.”

1 MSCI, as of January 6, 2025 (https://www.msci.com/indexes/group/quality-indexes)

By Alex Rickels, Investment Director, Marketable Equity 

2025 WAS A TOUGH YEAR TO BE AN ACTIVE MANAGER IN               
EMERGING MARKETS. 
During this period, the quality factor underperformed across equities, hitting emerging markets the 
hardest. At NEPC, we recommend investors stay the course as we maintain that diversification across 
countries, sectors and factors is crucial to avoid large deviations from benchmark performance. We 
believe that despite the recent underperformance, quality companies remain fundamentally strong and 
are supported by robust earnings and sound management. 

Furthermore, we have seen short-term underperformance in emerging markets equities is often due 
to index construction and country/sector weights, and not a breakdown in the quality factor itself. 
Historically, we have seen quality as a factor has delivered superior returns in all major equity indexes, 
including emerging markets, and we expect this trend to continue as market conditions normalize. 

In general, a quality company is one that usually has robust financials backed by a sustainable 
competitive advantage. Typically, metrics used to describe the quality factor are a high return on equity, 
stable and healthy cash flows, and a strong balance sheet. For instance, for MSCI, the companies that 
make it into the global index provider’s quality index have to meet three primary conditions: high return 
on equity, stable year-over-year earnings growth, and low financial leverage1. Given that these tend to 
be successful businesses, we believe they make sound investments as long as they are purchased at an 
attractive entry point.

In 2025, the underperformance of quality has been 
stark across the global equity indexes, but most 
prominent in international markets. In particular, 
their underperformance within emerging markets has 
stuck out like a sore thumb with the MSCI EM Index 
outperforming the MSCI EM Quality Index by about 
20% in 2025. This has had an outsized impact on many fundamental active managers that tend to have 
a bias towards quality companies.
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Product Name

Main 
Benchmark 

Country 
Weight

Quality Index 
Country 
Weight

Weight 
Difference

MSCI Korea 13.32% 1.81% 11.51%

MSCI China 27.63% 19.64% 7.99%

MSCI Brazil 4.32% 3.69% 0.63%

MSCI Taiwan 20.60% 31.58% -10.98%

MSCI India 15.30% 24.23% -8.93%
Source: MSCI, data as of December 31, 2025, accessed on January 6, 2026 (https://www.msci.com/indexes); NEPC for weight 
difference calculations on January 6, 2026

Main 
Benchmark 

Return

Quality 
Index 
Return

Difference

100.76% 107.77% -7.01%

31.42% 37.77% -6.35%

39.91% 43.64% -3.73%

39.84% 42.42% -2.58%

4.29% -1.17% 5.46%

Product Name Main Benchmark 
Return

Quality Index 
Return Difference

MSCI ACWI vs. MSCI ACWI Quality 22.87% 18.51% 4.36%

MSCI USA vs. MSCI USA Quality 17.31% 15.88% 1.43%

MSCI EAFE vs. MSCI EAFE Quality 31.22% 21.19% 10.03%

MSCI ACWI ex-US vs. MSCI ACWI ex-US Quality 33.11% 22.53% 10.58%

MSCI EM vs. MSCI EM Quality 34.36% 14.60% 19.76%
Source: MSCI, data as of December 31, 2025, accessed on January 6, 2026 (https://www.msci.com/indexes)

The underperformance of quality in emerging markets in 2025 can be attributed to two main trends:

1. Country weight differences between the quality and main indexes: the large difference in 
returns between the MSCI EM and MSCI EM Quality indexes is mostly due to differences in country 
weights in the benchmarks. 

Interestingly, it was not that quality stocks within countries underperformed, but that the Quality Index 
is constructed such that it is overweight Indian companies and underweight Korean and Chinese 
ones. In fact, for the MSCI Korea, MSCI China, MSCI Brazil, and MSCI Taiwan indexes, quality actually 
outperformed (see table below). Given that the EM Quality Index has larger weights to India and lower 
weights to China and Korea, and China and Korea outperformed and India underperformed in 2025, the 
MSCI EM Quality Index considerably lagged the MSCI EM Index’s 34.4% return compared with the MSCI 
India Index’s 4.3% gain.

2. The underlying top names are different between the MSCI EM Quality and MSCI EM indexes 
with the largest names in the EM Index that turned in a strong performance in 2025 excluded from 
the EM Quality Index.
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Country Sector
Weight 
in MSCI 

EM

Weight in 
MSCI EM 
Quality

2025 
Performance 

Taiwan 
Semiconductor Taiwan Information Technology 11.88% 11.99% 50.45%

Tencent Holdings China Communication Services 4.82% 0.00% 43.36%

Samsung 
Electronics S. Korea Information Technology 3.85% 0.00% 130.32%

Alibaba China Consumer Discretionary 3.08% 0.00% 72.95%

SK Hynix S. Korea Information Technology 2.41% 0.00% 282.56%

HDFC Bank India Financials 1.23% 0.00% 6.51%

Reliance Industries India Energy 1.04% 0.00% 23.07%

China Construction 
Bank China Financials 0.93% 0.00% 18.44%

Xiaomi China Information Technology 0.85% 0.00% 13.69%

PDD Holdings China Consumer Discretionary 0.79% 4.75% 16.91%

Mediatek Taiwan Information Technology 0.68% 4.27% 5.45%

Infosys India Information Technology 0.58% 3.84% -18.15%

Delta Electronics Taiwan Information Technology 0.58% 3.34% 54.35%

Netease China Communication Services 0.47% 2.86% 54.75%

Saudi Aramco Saudi Arabia Energy 0.38% 2.19% -14.90%

Bank Central Asia Indonesia Financials 0.26% 1.54% -19.44%

Tata Consultancy India Information Technology 0.00% 2.55% -25.42%

Gold Fields South Africa Materials 0.00% 2.53% 234.46%

Top 10% 30.99% 39.66%

Source: FactSet, data as of December 31, 2025, accessed on January 6, 2026

When looking at the table below, it is easy to see why the MSCI EM Quality Index has underperformed 
as many of its top 10 names had lackluster returns in 2025.



Source: MSCI, NEPC
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Last year witnessed the largest divergence in 25 years between quality and its peers. While the 
underperformance has been pronounced, it has especially hurt the relative performance of active 
managers that have a bias to quality companies in India. 

To be sure, these quality companies may have been somewhat overpriced, but earnings will ultimately 
determine the success of a company. Quality companies are supported by strong earnings and should 
continue to do well in the future, and we believe active managers with a quality bias will succeed in the 
long run. Within emerging markets, we have generally seen quality outperform in most calendar years.

At NEPC, we are optimistic of the quality factor outperforming in the future. Periods of underperformance 
tend to be brief, and we expect quality to rebound as fundamentals reassert themselves. We believe 
active management is still integral to investing in companies in emerging markets to successfully take 
advantage of the inequalities and inefficiencies in these regions. 

Our role is to find the appropriate active manager and strategy in these spaces, and help our clients 
build diversified portfolios that can withstand multiple and varied economic cycles. To learn more, 
please reach out to your NEPC consultant.
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IMPORTANT DISCLOSURES
Past performance is no guarantee of future results.

All investments carry some level of risk. Diversification and other asset allocation techniques do not ensure profit 
or protect against losses.

The information herein has been prepared by NEPC, an affiliate of Hightower Advisors, and should not be considered 
a recommendation to purchase or sell any investment or pursue any specific investment strategy. The information 
should not be relied upon to make any investment decision and does not take into account the investment objectives, 
financial situation and particular needs of the recipient. Recipients of the information presented herein should 
neither treat nor rely on such information as advice relating to legal, taxation or investment matters and are advised 
to consult their own professional advisors.

The opinions presented herein represent the good faith views of NEPC as of the date of receipt and are subject 
to change at any time. There can be no assurance regarding the accuracy of such views, including with respect to 
any forward-looking information or other commentary that is subject to uncertainty, future contingencies or other 
market factors. NEPC has prepared the information as general market commentary, market update and/or other 
general topics relating to portfolio construction and risk allocation.

The information is not, and does not purport to be, a complete discussion of all relevant considerations, risks and 
other applicable factors. The information in these materials has been obtained from sources NEPC believes to be 
reliable. While NEPC has exercised reasonable professional care in preparing this report, we cannot guarantee the 
accuracy of all source information contained within. Neither NEPC nor any of its affiliates has any obligation to 
update the information contained herein. The performance information of any indices or strategies represented 
herein is based on third party sources, and such performance information does not necessarily represent the 
performance or experience of any NEPC client.

These materials identify potential benefits relating to NEPC’s services to its clients and/or its commentary regarding 
current market events and portfolio construction considerations. Any NEPC investment strategy also is subject to 
certain risks and limitations. Although NEPC believes it and its personnel may have certain competitive advantages 
regarding portfolio construction and management. There can be no guarantee that NEPC will be able to maintain 
such advantages over time, outperform third parties or the financial markets generally, implement its investment 
strategy or achieve its investment objectives for a client or avoid losses.
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