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Abstract 

 

The notion of alpha persistence is the focal interest in investment research, especially in the case 

of emerging markets which are believed to offer returns superior through the assumption of 

structural inefficiency. This paper is a critical review of the misconceptions and facts about 

generation of alpha and its sustainability in various emerging economies. Based on empirical 

data and comparative case knowledge, the paper shows the drawbacks of the mainstream beliefs 

that volatility, regulatory gaps and shallow markets by themselves are sufficient to deliver 

consistent alpha. Rather, it has been proposed that the degree of market depth, governance issues, 

exposure to global capital flows, and transaction costs in general reduce the ability of long-term 

alpha to persist. Moreover, analysis of fund performance indicates that outperforming these 

markets is less about inefficiency exploitation and more about flexible strategies and on-the-

ground experience in addition to portfolio construction discipline. The difference between 

perception and evidence is highlighted in this paper, which shows that a delicate approach should 

be considered by both institutional and retail investors when they want exposure in emerging 

markets. In the end, the argument is we should not expect things to remain the same in these 

markets, that there is also a balance about what is mythical and what is real, and that as long as 

an investor plans ahead and adapts accordingly their investment outcomes become sustainable. 
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financial inefficiency, adaptive investment 

DOI: 10.21590/ijtmh.7.03.04 

1. Introduction 

The quest to achieve alpha that is capacity to earn above-market returns has always been the 

exclusive focus of both institutional and retail investors. The extensive literature related to alpha 

generation has been focused on the developed markets with liquidity and established regulatory 

structures, but emerging markets have gained market share as an area of potentially sustained 

outperformance. The commonly held story is that a combination of structural inefficiencies and 

weak regulatory oversight combined with greater volatility provides a suitable environment 

within which to pursue consistent alpha. But such assumptions should be subjected to critical 

examination. 
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Underlying the opportunities that the emerging markets promise investors, such as, growth and 

diversification, there is a certain paradox; one of fragility, information asymmetries and 

vulnerabilities to shocks in the global environment. In this regard the issue of whether 

alphaperisistence is real or more of a myth brought out as a result of such short term variance 

becomes both a theoretical and practical concern. Recent discussions have gone beyond the basic 

binary of efficient versus inefficient markets to look at the complexities of depth in markets, 

governance, transaction costs and investor behavior. 

This article attempts to make its postulations in contributing to these debates by shedding myths 

on realities entailed in the discourse of alpha persistence. It makes a case based on empirical 

evidence and cross-regional experience on whether emerging markets hold up to their promise of 

sustainable out-performance, or whether perceived imperfections are more of the imagination. 

By placing the analysis of the research within both practitioner and academic contexts, this is 

expected to offer investors an objective glimpse of the potentials and limitations that characterize 

alpha in these fast-paced but difficult contexts. 

2. Understanding Alpha Persistence 

The issue of alpha persistence also becomes a focal point of investment research especially in a 

portfolio management context in emerging markets. It is a term that is used to describe the 

performance of fund managers or investment strategies to deliver returns over time that exceed 

their benchmarks. Whereas the traditional theory of finance argues that the associations and 

market indices are efficient and that alpha is merely a chance event, it has become an interesting 

test to determine whether a fund manager is more skillful or lucky based on determining whether 

this alpha persists across different periods. This section reviews the conceptual, theoretical and 

empirical aspects of alpha persistence, with particular focus on implications to investors in less 

developed markets. 

2.1 Alpha and Its role in investment performance  

In finance, Alpha is the difference between reported returns on an investment and the returns 

given by models like Capital Asset Pricing Model (CAPM) or the multi-factor models. In a 

simplified sense, alpha determines whether or not a portfolio manager is able to perform better 

than the market on a regular basis even when one controls the risk. Alpha persistence goes one 

step further by inquiring as to whether this performance can be maintained across periods, hence 

a testament to skill and/or inefficiency therein. 

2.2 Theoretical Appendix of Persistence 

The Efficient Market Hypothesis (EMH) assumes that there should be no continuous alpha, as all 

the existing information is rapidly reflected in securities. On the other hand, institutional theory 

and behavioral finance indicate that market frictions, inefficiencies in the flow of information 

and structural constraints provide the chance to earn excess returns that can be repeatedly 

realized. The persistence can also be associated with the path dependency where the strong 

performance in the past draws in inflows that enable managers to gain a greater leverage over the 

market cementing their performance until imbalances are caused. 
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2.3 Factors Influencing Alpha Persistence in Emerging Markets 

Emerging markets present unique challenges and opportunities that influence alpha persistence. 

These include: 

 Market inefficiencies: Limited analyst coverage and information asymmetries can create 

exploitable opportunities. 

 Regulatory environments: Shifting rules and weaker governance structures may create both 

opportunities and risks. 

 Liquidity constraints: Thinly traded markets amplify volatility and transaction costs, 

reducing the sustainability of alpha. 

 Macroeconomic volatility: Currency fluctuations, political instability, and capital flight 

often diminish persistence. 

 

Table 1: Key Drivers of Alpha Persistence in Emerging vs. Developed 

Markets 

Factor Developed Markets Emerging 

Markets 

Implication for 

Persistence 

Market 

Efficiency 

High; extensive analyst 

coverage 

Lower; limited 

analyst coverage 

More room for alpha, but 

harder to sustain 

Regulatory 

Framework 

Stable and transparent Often inconsistent 

or evolving 

Alpha may be episodic or 

distorted by policy shocks 

Liquidity Deep markets, high 

trading volumes 

Thin markets, 

lower depth 

Persistence reduced due to 

costs and volatility 

Investor Base Institutional dominance Higher retail 

participation 

Retail activity may amplify 

volatility and biases 

Information 

Flow 

Rapid dissemination, 

advanced technology 

Slower, fragmented 

information 

Greater short-term 

opportunities for 

persistence 

 

2.4 Measuring and Testing Persistence 

Alpha persistence is typically evaluated using statistical methods such as transition matrices, 

parametric and non-parametric tests, and regression analysis across performance quartiles. 

Studies often examine whether top-quartile funds in one period remain top-quartile in subsequent 

periods. However, measurement is complicated by survivorship bias, heterogeneity across funds, 

and differences in investment horizons. 

2.5 Evidence from Academic and Industry Studies 

Research on persistence has produced mixed results. Some studies in developed markets indicate 

weak or non-existent persistence after adjusting for risk and costs, while others highlight short-

term persistence that fades over time. In emerging markets, however, evidence suggests stronger 
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persistence in certain niches, such as small-cap equities or frontier economies, though this often 

reflects market inefficiency rather than genuine manager skill. 

Table 2: Selected Empirical Findings on Alpha Persistence 

Study/Source Market 

Context 

Findings on Persistence Limitations 

Carhart (1997) U.S. Equity 

Funds 

Persistence largely 

explained by momentum 

factor 

Not directly transferable 

to emerging markets 

Bollen & Busse 

(2005) 

Mutual Funds 

(U.S.) 

Short-term persistence over 

months, not years 

Data limited to U.S. 

markets 

Ferreira et al. 

(2012) 

Global 

Mutual Funds 

Stronger persistence in less 

competitive markets 

Regional variations 

overlooked 

Matallín-Sáez et al. 

(2019) 

Latin 

American 

Funds 

Significant persistence 

among top-performers in 

niche sectors 

Results may be distorted 

by survivorship bias 

Industry Reports 

(2018–2020) 

Asia & 

Africa 

Mixed evidence; local 

expertise drives outcomes 

Data availability uneven, 

reducing comparability 

 

2.6 Implications for Investors and Policymakers 

The presence or non-existence of the alpha persistence in emerging markets broadly implies. To 

an investor, it is important to remember that the issue of persistence is conditional, and it will be 

helpful when constructing a portfolio, particularly when differentiating between luck and skill. 

To policymakers and regulators, the science of persistence can guide their efforts to buttress 

market infrastructure, enhance transparency through deeper disclosures and create dynamics that 

mitigate distortions of volatility and poor governance. 

In summary, Alpha persistence is a controversial, but core, issue in investment research. 

Whereas the traditional financial theory underplays its probability, empirical research and most 

especially in emerging markets show that there is conditional persistence as a result of 

inefficiencies of the market, structural weaknesses, and short-term anomalies. To investors, this 

persistence cannot be presupposed, but in a more extended context taking into consideration risk, 

costs, and the institutional environment. Therefore, alpha persistence of EM is a concept that 

might be indeed exact in theory because of the relative complexity of the relationship between 

theory and reality, so careful optimism and due diligence are warranted. 

3. Theoretical Framework and Literature Insights 

The study of alpha persistence in emerging markets is situated within broader debates in 

financial economics concerning market efficiency, risk-adjusted returns, and the role of 

institutional frameworks in shaping investment outcomes. While alpha generation the ability to 

outperform benchmarks on a consistent basis has long been examined in developed markets, its 
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theoretical underpinnings in emerging economies remain contested. This section explores the 

dominant theoretical perspectives, synthesizes existing scholarship, and highlights critical 

insights that inform the study of alpha persistence in these markets. 

3.1 Efficient Market Hypothesis (EMH) and Its Limitations 

The Efficient Market Hypothesis provides a foundational lens, asserting that asset prices fully 

reflect available information, thereby limiting persistent alpha opportunities. In emerging 

markets, however, structural inefficiencies such as lower liquidity, weaker regulatory 

enforcement, and informational asymmetries complicate this assumption. Studies indicate that 

while short-term inefficiencies may exist, they do not necessarily translate into long-term alpha 

persistence. 

3.2 Behavioral Finance Perspectives 

Contrasting with EMH, behavioral finance frameworks emphasize investor biases, herding 

tendencies, and overreaction to macroeconomic news. These dynamics are pronounced in 

emerging markets where retail participation is higher, creating opportunities for fund managers 

to exploit mispricing. Yet, literature cautions that such behavioral anomalies are inconsistent and 

difficult to sustain as sources of alpha (Banerjee & Eckhardt, 2018). 

3.3 Institutional and Structural Explanations 

Institutional theories highlight how governance, market infrastructure, and policy regimes shape 

the persistence of alpha. Stronger investor protections, transparent legal systems, and well-

capitalized exchanges reduce opportunities for arbitrage, while weaker systems amplify them. 

Recent studies underscore that emerging market alpha is often eroded by high transaction costs, 

unreliable data, and regulatory volatility. 

3.4 Risk-Based Models and Factor Investing 

The Capital Asset Pricing Model (CAPM) and its extensions, including Fama-French multifactor 

models, provide another explanatory framework. Some empirical studies attribute apparent alpha 

in emerging markets to unpriced risk factors such as currency volatility, political instability, and 

commodity dependency. Factor-based approaches argue that what appears as alpha is often 

compensation for hidden risks rather than genuine managerial skill. 

3.5 Empirical Evidence from Mutual and Hedge Funds 

A robust strand of literature that has examined persistence in fund performance, finds that 

persistence is often linked to expense ratios and momentum strategies rather than manager skill. 

In emerging markets, note that while some funds outperform over short horizons, long-term 

persistence is rare, with alpha dissipating due to competition, market maturation, and 

diminishing arbitrage opportunities. 

3.6 Comparative Regional Insights 

Cross-regional studies reveal significant variation in alpha persistence. For instance, Latin 

American markets often exhibit short-term momentum effects, whereas Asian markets 
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demonstrate stronger institutional resilience, moderating volatility. African markets, though 

under-researched, show higher short-lived alpha due to thin liquidity and fragmented information 

flows. Such heterogeneity highlights the importance of contextualized analysis rather than a one-

size-fits-all theoretical model. 

 

 

Fig 1: Alpha Persistence Across Emerging Market Regions (2005–2020) 

 

3.7 Synthesis of Myths vs. Realities in Literature 

The literature reveals a consistent tension: while emerging markets are assumed to harbor 

inefficiencies conducive to alpha, empirical findings show that persistence is limited and often 

illusionary. Myths of ―perpetual inefficiency‖ fail to account for dynamic capital inflows, 

technological improvements, and evolving regulatory structures that gradually align emerging 

markets with global standards. 

Table 3: Summary of Key Theoretical Perspectives on Alpha Persistence in 

Emerging Markets 

Theoretical Lens Core 

Assumptions 

Strengths in 

Explaining 

Alpha 

Limitations 

in Emerging 

Markets 

Key 

Authors/Studies 

Efficient Market 

Hypothesis (EMH) 

Markets fully 

reflect 

information 

Explains 

long-term 

alpha 

scarcity 

Ignores 

structural 

inefficiencies 

Fama (1970); 

Bekaert & Harvey 

(2003) 

Behavioral Finance Investor biases 

drive 

anomalies 

Captures 

short-term 

mispricing 

Lacks 

consistency, 

alpha not 

durable 

Shleifer (2000); 

Banerjee & 

Eckhardt (2018) 
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Institutional/Structural Governance, 

law, and 

infrastructure 

matter 

Explains 

cross-

country 

variation 

Hard to 

quantify 

institutional 

strength 

La Porta et al. 

(1998); Chen & 

Yeh (2019) 

Risk-Based/Factor 

Models 

Excess returns 

reflect hidden 

risks 

Clarifies 

alpha as risk 

premium 

Misses true 

skill-based 

performance 

Harvey (2016); 

Asness et al. 

(2015) 

Fund Performance 

Studies 

Persistence 

shaped by 

costs & 

momentum 

Provides 

empirical 

fund-level 

evidence 

Finds 

persistence 

short-lived 

Carhart (1997); 

Ferreira et al. 

(2012) 

 

In sum, theoretical and empirical insights converge on a central theme: while emerging markets 

present opportunities for generating excess returns, the persistence of alpha is limited and 

conditional. Theoretical models from EMH to behavioral finance each illuminate aspects of the 

puzzle but fail to fully reconcile myths of enduring inefficiency with the realities of dynamic, 

evolving markets. Ultimately, the literature underscores the importance of contextual, region-

specific approaches to understanding alpha persistence rather than relying on generalized 

assumptions. 

4. Myths Surrounding Alpha in Emerging Markets 

The discourse on alpha persistence in emerging markets has been shaped as much by myth as by 

evidence. For decades, investors and scholars alike have often assumed that the relative 

inefficiencies and volatility of emerging markets naturally translate into persistent opportunities 

for excess returns. While this belief has informed investment strategies, closer scrutiny reveals 

that many of these assumptions are oversimplified or misleading. This section critically evaluates 

the most prevalent myths surrounding alpha in emerging markets, drawing on empirical 

evidence, theoretical frameworks, and case-based observations to separate speculation from 

grounded reality. 

4.1 Myth One: Market Inefficiency Guarantees Alpha 

A dominant assumption is that emerging markets, often characterized by less developed 

institutions and limited regulatory oversight, inherently provide opportunities for arbitrage and 

abnormal returns. While inefficiencies are present, their existence does not guarantee consistent 

alpha. Inefficiencies may be rapidly exploited by sophisticated institutional investors, leaving 

little room for persistence. Moreover, asymmetries in information often disadvantage foreign 

investors rather than offering them an advantage. 

4.2 Myth Two: Volatility Always Enhances Risk Premiums 

Another widespread belief is that higher volatility in emerging markets corresponds directly to 

higher compensatory returns. This myth overlooks the fact that volatility can just as easily erode 

gains, particularly in illiquid markets where shocks have disproportionate effects on asset prices. 

Studies show that while volatility spikes may create tactical opportunities, they often fail to 
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sustain long-term alpha generation, thereby challenging the simplistic volatility-premium 

linkage. 

 

 

Fig 2: Volatility and Excess Returns in Emerging Markets (2010–2020 

 

4.3 Myth Three: Structural Advantages Ensure Long-Term Outperformance 

Many investors assume that demographic growth, urbanization, and expanding middle classes 

provide automatic structural advantages that translate into enduring alpha. However, structural 

growth does not necessarily equate to investor-friendly outcomes. Political instability, 

governance deficits, and sudden regulatory interventions often undermine the reliability of such 

structural narratives. Empirical evidence suggests that while growth potential exists, it rarely 

produces consistent above-market returns without significant risk mitigation strategies. 

4.4 Myth Four: Local Market Fragmentation Creates Unlimited Arbitrage 

Opportunities 

Fragmentation in trading venues, differences in data availability, and opaque market-making 

mechanisms are often cited as reasons why alpha persists in emerging markets. Yet, in reality, 

fragmentation frequently reduces rather than enhances opportunities. Limited liquidity, wide bid-

ask spreads, and lack of depth in financial instruments constrain the ability of investors to 

systematically exploit inefficiencies. 

4.5 Myth Five: Global Capital Inflows Have Minimal Impact on Alpha 

Persistence 

A common misconception is that alpha in emerging markets is insulated from global capital 

dynamics. In practice, the opposite is true. The influx of global capital often compresses spreads 

and reduces arbitrage windows. Large inflows may temporarily inflate valuations, but when 
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reversed, they exacerbate volatility and destabilize markets. Thus, global interconnectedness 

significantly weakens the persistence of alpha strategies. 

4.6 Myth Six: Historical Outperformance Predicts Future Alpha 

Finally, the belief that past fund or manager outperformance in emerging markets predicts future 

alpha has been widely challenged. Persistence is rarely observed once transaction costs, fees, and 

changing macroeconomic contexts are factored in. Survivorship bias in reported fund data 

further distorts the myth, giving an inflated sense of repeatable success. 

 

Table 4: Common Myths vs. Empirical Realities of Alpha Persistence in Emerging Markets 

Myth Investor 

Assumption 

Empirical Reality Evidence/Implications 

Market Inefficiency 

Guarantees Alpha 

Weak institutions 

create arbitrage 

opportunities 

Inefficiencies quickly 

exploited; asymmetry 

often disadvantages 

outsiders 

Short-lived opportunities; 

benefits accrue to insiders 

Volatility Enhances 

Premiums 

High risk = high 

returns 

Volatility erodes 

gains; no stable 

correlation with alpha 

Tactical, not persistent 

Structural 

Advantages Ensure 

Alpha 

Demographics and 

growth 

automatically 

generate returns 

Governance risks, 

policy shocks offset 

structural growth 

Requires selective 

strategies 

Market 

Fragmentation 

Creates 

Opportunities 

Fragmented 

venues = 

exploitable 

inefficiencies 

Illiquidity, high costs, 

wide spreads reduce 

opportunities 

Limits scalability 

Global Capital 

Flows Are 

Irrelevant 

Alpha insulated 

from global 

liquidity cycles 

Inflows/outflows 

compress spreads and 

destabilize 

Alpha tied to global 

shocks 

Historical 

Outperformance 

Predicts Future 

Success 

Past winners 

replicate success 

Persistence weak once 

costs included; 

survivorship bias 

Requires continuous due 

diligence 

 

In sum, the myths surrounding alpha persistence in emerging markets highlight the gap between 

perception and reality in investment decision-making. While inefficiencies, volatility, structural 

shifts, and global capital flows shape these markets, none provide a guarantee of persistent alpha. 

Instead, they produce conditions that are complex, transient, and often resistant to simplistic 

exploitation. Dispelling these myths is essential for investors to adopt more evidence-based 

strategies that balance opportunity with risk, thereby ensuring that emerging market engagement 

is grounded in realism rather than myth. 
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5. Realities of Alpha Performance 

Myths about alpha generation in emerging markets run rampant in the minds of investors but the 

realities are more complex. Alpha persistence, or the capacity of fund managers or investment 

strategies to maintain above-average performance before and after takeoff, is a sophisticated 

function of the backdrop, economic, and institutional factors. As experience shows, the 

sustainability of alpha in emerging markets has been limited by issues of liquidity, regulation, 

information asymmetry and the impact of the increase in the role of global capital flows. This 

part discusses these realities in various dimensions based on some empirical output and market 

evidence. 

5.1 Liquidity and depth of a market 

The limited depth of the market is also among one of the most important realities that have 

tightened alpha persistence. In contrast to developed economies that have relatively high 

transaction amounts, many emerging economies are characterized by thin markets, large bid-ask 

spreads and a low free float. These raise costs of transactions and decrease the power of timing 

strategies. In turn, short-term outperformance can be eliminated when factored with actual 

trading expenses. 

5.2 Regulatory and Institutional Quality 

The institutional frameworks are sensitive with regards to the sustenance of alpha. Tight 

regulatory control and adequate corporate governance will limit arbitrage possibilities whilst lax 

rules and institutional weakness encourage temporary fund inefficiencies which can be exploited 

into alpha. Nevertheless, the costs of hedging the governance risks may be enough to wipe out 

funds, thereby inhibiting the persistence of alpha in markets where governance risks are 

observed. 

5.3 Information Asymmetry and Data Quality 

Availability of credible information is one of the hallmarks of emerging market investors. 

Although the inefficiencies can result in the presence of alpha opportunities, the local 

information can give an advantage to the domestic investors over foreign institutions due to the 

asymmetry in information access. In addition, data gaps, non-transparent disclosures and lack of 

analyst following result in lower confidence in fundamental analysis and resultant alpha being 

less sustainable in the longer-term. 

5.4 Global Capital Flows and Macroeconomic Shocks 

Alpha persistence in emerging markets is also vulnerable to exogenous shocks. Global liquidity 

cycles, interest rate changes in developed economies, and sudden capital outflows can 

overwhelm local fundamentals. As a result, even skilled managers may find it difficult to sustain 

outperformance when macroeconomic shocks dominate domestic market conditions. 

5.5 Transaction Costs and Market Frictions 

Another critical reality is the impact of high transaction costs and operational frictions. Custody 

fees, currency conversion expenses, and restrictions on capital mobility in certain markets 



International Journal of Technology Management & Humanities (IJTMH) 

e-ISSN: 2454 – 566X, Volume 7, Issue 3, (September 2021), www.ijtmh.com 

 
 

September 2021  www.ijtmh.com 37 | Page 

diminish net returns. Even when gross alpha is generated, the net effect may fail to outperform 

benchmark indices after costs are factored in. 

5.6 Short-Term Alpha Versus Long-Term Sustainability 

Empirical evidence suggests that while certain fund managers in emerging markets can generate 

short-term alpha through tactical positioning or exploiting inefficiencies, long-term persistence is 

rare. Over a five- to ten-year horizon, most alpha generated tends to regress to the mean, aligning 

with broader findings in financial literature. 

5.7 Comparative Realities Across Regions 

The realities of alpha persistence are not uniform across emerging markets. For instance, Asian 

markets such as India and China exhibit stronger structural opportunities due to market depth and 

dynamic retail participation, while African markets face higher governance and liquidity 

challenges. Latin America falls in between, offering periods of sustained alpha but with high 

exposure to commodity cycles. 

 

Table 5: Key Realities Influencing Alpha Performance in Emerging Markets 

Factor Asia (e.g., India, 

China) 

Latin America 

(e.g., Brazil, 

Mexico) 

Africa (e.g., 

Nigeria, 

Kenya) 

Eastern Europe 

(e.g., Poland, 

Russia) 

Market 

Liquidity 

High retail 

participation, 

growing 

institutional base 

Moderate 

liquidity, 

concentrated in 

few large firms 

Thin trading, 

wide spreads, 

low free float 

Varies; some 

markets liquid, 

others restricted 

Regulatory 

Quality 

Strengthening but 

uneven 

Moderate; subject 

to political cycles 

Weak 

oversight, 

governance 

risks 

EU-aligned in 

some, weak in 

others 

Information 

Availability 

Extensive analyst 

coverage, robust 

data 

Moderate 

coverage, 

dependence on 

global ratings 

Limited 

disclosures, 

low coverage 

Improving but 

fragmented 

Transaction 

Costs 

Moderate, 

improving with 

fintech integration 

High for cross-

border trades 

Very high due 

to currency 

risks 

Moderate to high 

depending on 

reforms 

Exposure to 

Global 

Shocks 

High integration 

with global flows 

Strong link to 

commodities & 

US policy 

Vulnerable to 

capital flight 

High exposure to 

geopolitical risks 

Alpha 

Persistence 

Short-term 

feasible, long-term 

rare 

Moderate in 

commodity 

cycles 

Limited, highly 

unstable 

Volatile, 

opportunistic, not 

persistent 
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In summary, the realities of alpha performance in emerging markets demonstrate that while 

opportunities for outperformance exist, their persistence is constrained by structural 

inefficiencies, regulatory weaknesses, and global economic forces. Short-term alpha is more 

achievable than sustained long-term gains, with significant variation across regions. For 

investors, the challenge lies not in chasing myths of easy alpha but in developing strategies that 

account for liquidity, governance, and macroeconomic volatility. Ultimately, alpha in emerging 

markets must be approached with tempered expectations, robust risk management, and adaptive 

portfolio strategies. 

6. Case Examples from Selected Markets 

Understanding alpha persistence in emerging markets requires moving beyond theory into 

practice. While models often suggest inefficiencies that could allow investors to sustain excess 

returns, real-world evidence demonstrates a more complex and uneven picture. By examining 

selected emerging markets, we can identify how structural factors, governance frameworks, 

investor behavior, and global economic cycles shape the persistence of alpha across regions. 

6.1 Latin America: Brazil and Mexico 

Brazil and Mexico provide two contrasting narratives on alpha persistence. In Brazil, equity 

markets are highly liquid compared to other Latin American peers, but volatility linked to 

political uncertainty and currency fluctuations undermines long-term alpha sustainability. Active 

managers occasionally capture short-term arbitrage opportunities, particularly in commodities 

and financial sectors. However, studies of Brazilian equity funds reveal that alpha persistence 

tends to dissipate after one to two years, largely due to high transaction costs and regulatory 

shifts. 

Mexico, in contrast, demonstrates more stability in returns, supported by its integration with 

North American markets. Yet, alpha persistence here is constrained by concentration in a few 

large-cap firms, limiting diversification benefits. 

 

 

Fig 3: Fund Alpha Persistence in Latin America (2010–2020) 
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6.2 Asia: India and China 

India has been one of the most fertile grounds for sustained alpha in emerging markets. Strong 

domestic demand, a growing technology sector, and regulatory reforms have enabled some fund 

managers to outperform consistently over multiple years. However, alpha persistence tends to 

cluster within certain sectors, notably IT services and pharmaceuticals, suggesting that 

opportunities are not evenly distributed across the economy. 

China presents a different case. While market depth and liquidity are extensive, government 

intervention and policy unpredictability create instability. Periods of strong alpha are often short-

lived, especially as foreign investors face barriers to information transparency and capital 

controls. This makes long-term persistence elusive, despite the scale of opportunity. 

6.3 Africa: South Africa and Nigeria 

South Africa represents the most sophisticated financial market on the continent. Evidence 

suggests that while active managers occasionally outperform benchmarks, alpha persistence is 

challenged by currency volatility and exposure to commodity cycles. Studies show that only a 

small fraction of managers maintain alpha beyond three years, and often those results are sector-

specific rather than broad-based. Nigeria, on the other hand, highlights the difficulties of 

sustaining alpha in markets with limited liquidity and weaker governance frameworks. While 

short-term opportunities exist particularly in banking and consumer goods, structural challenges 

such as foreign exchange restrictions, inflation, and market opacity undermine longer-term 

persistence. 

 

Fig 4: Comparative Alpha Persistence in African Markets (2012–2020) 
 

 

6.4 Eastern Europe: Poland and Turkey 

Poland has been a beneficiary of the EU integration which has seen it receive foreign 

investments and an improved institutional structure. These conditions favor small alpha 
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continuity, especially in funds that have taken advantage of regional insight. However, over time 

it has become less likely that within a particular market we will see sustained excess returns as 

the market has become more efficient. 

The instability in macroeconomics, though, is demonstrated with Turkey where the alpha is 

vulnerable to macroeconomic upheaval. Political risks, inflation and currency crisis have a 

tendency to regularly chip away gains, making it hard on persistence. Although short episodes of 

alpha can be found during the recovery periods, they are not regular. 

6.5 Cross-Market Insights 

In these markets, there are a number of general themes. A first proposal is that alpha will be 

more persistent in markets where there is institutional stability and transparent governance and a 

moderate but not excessive efficiency. Second, on the one hand are volatility, political, and 

currency risk, which are uniform disruptors on a geographic basis. Lastly, alpha opportunities 

tend to be niche-specific as opposed to more general, which once again demonstrates the 

relevance of sector expertise and on-the-ground familiarity in investing in emerging markets. 

In short, the case studies convey the idea that alpha persistence in emerging markets is not 

always a sure thing or an out and out new myth it is conditional. Although contexts that favour 

sustained outperformance can be found, including those of India and Mexico, structural 

weakness can override persistent outperformance as is seen in Nigeria or Turkey. These findings 

remind investors that subtle strategies are needed to reconcile capital flows across the global with 

local realities and opportunities as well as changes in the portfolio management strategy. 

7. Challenges for Investors 

Whereas the observation of excess returns in the emerging markets is being made, the long-

horizon performance of alpha has been difficult and erratic. The investors are easily attracted by 

the stories of inefficiency and higher potential growth but the issues created by their structural, 

operational, and behavioral mis developments hamper rendering even sustainable alpha. These 

obstacles are a fundamental concern of institutional and retail investors who would like to 

achieve long-term performance in such markets. 

7.1 Market Instability and Macroeconomic Instability 

The emerging markets are susceptible to sudden changes in the world risk attitude, fluctuations 

in commodity prices and a currency crisis. This tendency to fluctuate negates the continuity of 

alpha, because a run of good money making can be instantly lost into an unstable decline. 

Emerging markets compare to developed markets in the sense that they are based on a more or 

less predictable volatility where the emerging markets face potential risks of events that are hard 

to hedge against. 

7.2 Transaction Costs and Liquidity Constraints 

High transaction costs due to greater bid-ask spreads, market-making weakness and lack of 

liquidity dissipates potential alpha. Concentration among few large firms is a key feature of 

many frontier or less-developed segments and brings a problem of liquidity risk where 
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diversification is a challenge. Therefore, investors that are interested in long-term capital 

preservation, but would like to pursue alpha persistence, should weigh the active trading costs 

versus long-term capital preservation. 

4.3 Governance, Transparency and Regulatory Risks 

Regulatory standards and enforcement of corporate governance is very uneven throughout the 

emerging markets. Weak investor protection, diversion of funds by politicians, and non-

transparency of the practices of disclosures create risks that can skew the actual returns of funds. 

Such circumstances will lead to generating a false alpha, where profits are due to short-term 

arbitrage transactions or information asymmetry and not investment competency. 

4.4 Information asymmetry and data quality 

Consistent, timely and accurate financial data is still uncommon in most of the emerging 

economies. Low B/A coverage and difference in accounting standards make it difficult to assess 

firm level performance. Such asymmetry disfavors the global institutional entrants at the benefit 

of local insiders or network-specific investors. 

7.5 Currency Risk and Capital Flow Reversals 

Currency volatility poses a major threat to alpha persistence. Even when local equities generate 

strong returns, depreciation of the domestic currency relative to the U.S. dollar or euro can wipe 

out gains. Additionally, sudden capital outflows triggered by global interest rate hikes or 

geopolitical events magnify drawdowns and reduce the reliability of alpha strategies. 

7.6 Short-Termism and Performance Pressure 

Institutional fund managers often face pressure to deliver quarterly or annual outperformance, 

which incentivizes short-term trading strategies. Such approaches are ill-suited for emerging 

markets, where structural reforms and economic cycles may take years to materialize. The 

resulting misalignment between investor expectations and market realities weakens the 

persistence of alpha. 

7.7 Comparative Overview of Key Challenges 

The following table provides a comparative overview of major investor challenges across 

selected emerging market regions, highlighting the relative severity and implications for alpha 

persistence: 

Table 6: Key Challenges for Investors in Emerging Markets 

Challenge 

Area 

Latin America 

(e.g., Brazil, 

Mexico) 

Asia (e.g., 

India, 

Indonesia) 

Africa (e.g., 

Nigeria, South 

Africa) 

Eastern 

Europe (e.g., 

Poland, 

Turkey) 

Market 

Volatility 

High due to 

commodity 

dependency 

Moderate; 

influenced by 

global trade 

High; political 

instability adds 

risk 

Moderate; 

cyclical but 

policy-driven 
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Transaction 

Costs & 

Liquidity 

Moderate–high; 

better in Brazil, 

weaker in Mexico 

Moderate; 

improving with 

reforms 

High; limited 

liquidity in many 

exchanges 

Moderate; 

varies across 

markets 

Governance & 

Regulation 

Mixed; Brazil 

stronger, others 

weaker 

Improving; 

India robust, 

Indonesia 

uneven 

Weak; 

corruption and 

limited 

enforcement 

Variable; 

Poland stronger, 

Turkey weaker 

Information 

Asymmetry 

Moderate; 

improving analyst 

coverage 

Lower in India, 

higher in 

frontier markets 

Severe; weak 

coverage and 

data gaps 

Moderate; 

improving but 

still uneven 

Currency Risk High; frequent 

devaluations 

Moderate; some 

resilience in 

India 

High; exchange 

rate volatility 

significant 

High; linked to 

geopolitical 

tensions 

Capital Flow 

Sensitivity 

High; linked to 

U.S. interest rates 

Moderate; 

better capital 

controls 

High; highly 

dependent on 

foreign inflows 

High; 

particularly in 

crisis periods 

 

In sum, the persistence of alpha in emerging markets is undermined by a complex web of 

structural and behavioral challenges. Volatility, governance issues, liquidity constraints, and 

currency risks combine to erode potential gains, while information asymmetry and short-term 

investor behavior further reduce reliability. For investors, navigating these challenges requires 

not only sophisticated risk management and localized expertise but also a long-term commitment 

to strategies that can withstand cyclical pressures and structural uncertainties. 

 

8. Implications for Portfolio Strategy 

The debate over alpha persistence in emerging markets is not only academic but also highly 

practical, shaping how institutional and retail investors approach portfolio construction. While 

these markets present opportunities for generating excess returns, their complexities—ranging 

from liquidity constraints to regulatory unpredictability—demand careful strategy formulation. 

Understanding the implications of alpha persistence is therefore critical for designing resilient 

portfolios that balance risk, return, and sustainability. 

8.1 Active vs. Passive Management in Emerging Markets 

One of the primary implications of alpha persistence research is the relative value of active 

versus passive investment strategies. In mature markets, evidence often points to the diminishing 

role of active management due to efficient pricing mechanisms. However, in emerging markets, 

inefficiencies and information asymmetries create space for skilled managers to capture excess 

returns. Nevertheless, persistence in these returns is inconsistent, making passive vehicles such 

as exchange-traded funds (ETFs) increasingly attractive for broad market exposure while 

reserving active management for niche opportunities. 
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Fig 5: Patterns of Alpha Persistence Across Emerging Markets (2005–2020) 

8.2 Role of Diversification Across Geographies 

Diversification is a key mechanism to mitigate volatility and capture uneven patterns of alpha 

persistence across regions. Investors who focus narrowly on a single emerging market risk being 

overly exposed to idiosyncratic shocks such as sudden political changes, regulatory 

interventions, or currency devaluations. A geographically diversified portfolio can reduce such 

risks and allow investors to capture positive alpha trends in markets where structural reforms or 

favorable macroeconomic conditions create temporary inefficiencies. 

8.3 Sectoral Allocation Strategies 

Beyond geographic diversification, sectoral allocation plays an equally important role. Empirical 

evidence suggests that alpha persistence is often sector-specific within emerging markets. For 

instance, technology and consumer goods have historically shown stronger performance 

persistence compared to resource-heavy sectors that are more exposed to global commodity 

cycles. This implies that investors must move beyond broad country-level strategies and 

carefully evaluate sector dynamics to maximize the probability of sustained alpha. 

8.4 Incorporating Transaction Costs and Market Liquidity 

It is sometimes not taken into consideration that the damping effect of transaction costs and 

limitations to liquidity dampen the results of alpha persistence studies. In more illiquid emerging 

markets, high turnover may destroy profits and needs to be avoided when exploiting any 

observed alpha. It requires that investors adjust their strategies to market microstructures, in the 

longer-holding period and with liquidity-adjusted performance measurements. Such a reality 

check enables the alpha represented in theory to be conveyed meaningfully into actual portfolio 

performance. 
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8.5 The Place of Governance and ESG Integration 

Quality of governance and environmental and social and governance (ESG) are increasingly 

defining the sustainability of alpha in the emerging market. The poorly governed companies 

might provide excessive returns in the short-term but fail to outperform in the long-run as a result 

of regulatory action, tainting and capital flight. The inclusion of ESG metrics in the portfolio-

building process does STO trades not only supports current global investment trends but it also 

increases the probability of including firms with attractive potential to generate continuing and 

long-run alpha. 

8.6 Adaptive Investment Horizons 

Alpha persists and is not normally steady over a period of time. Specific strategies can achieve 

sustained performance relative to benchmarks in short-term but then deteriorate as market 

corrections occur Others are positional, and thus need time to reap the benefits of structural 

reforms or multiyear cyclical demographic trends. This fact reflects the necessity of adoptive 

investment periods when the portfolio manager will be ready to shorten or lengthen the assumed 

holding period interactively to adapt to changes in market signals and prevailing macroeconomic 

conditions. 

8.7 Leveraging Local Expertise and Information Networks 

Another practical implication lies in the necessity of local expertise. Emerging markets are often 

characterized by opaque information flows and informal networks of influence. Investors who 

rely solely on global datasets risk overlooking nuanced, market-specific developments that drive 

alpha generation. Partnerships with local asset managers, research firms, and policy analysts can 

significantly enhance the precision of investment strategies. 

In sum, the implications of alpha persistence research for portfolio strategy highlight the need for 

nuanced, multi-layered approaches. Investors must balance active and passive strategies, 

diversify across geographies and sectors, account for liquidity and transaction costs, and 

integrate ESG considerations. Moreover, adaptive investment horizons and local expertise are 

indispensable in navigating complex market dynamics. Ultimately, while emerging markets offer 

opportunities for persistent alpha, capturing and sustaining it requires disciplined, informed, and 

strategically flexible portfolio management. 

9. Conclusion 

Alpha persistence in Emerging markets is a contentious, but highly relevant topic to researchers 

and practitioners. Although it is always tempting to believe that inefficiencies in such markets 

can ensure a lifetime of outperformance, reality points to a different direction. Alpha itself is not 

stably replicable and not evenly dispersed among geographies or industry sectors or across 

periods. Rather, its continuity is the result of a complicated set of influences between business 

form, governance, flow, economic cycles, and talents of fund management. 

The myths of emerging markets: the automatic provision of excess returns or predictability of 

volatility premia have to be balanced with systemic issues including transaction costs, relative 

lack of transparency, and abrupt policy changes. Meanwhile, the realities also point to 
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investment opportunities of disciplined and knowledgeable investors: those with ESG 

considerations, local expertise, and adaptive time horizons have increased chances to identify 

and harvest true consistency in returns. 

As far as the portfolio strategy is concerned, the implications are obvious. Passive vehicles can 

form the basis of a diversified exposure but active strategies with a high degree of selectivity are 

needed to capture the inefficiencies. A broad diversification to cross-country and cross-sector 

provides robust risk management, which helps resist sudden shocks. More so, investors with 

capabilities to transcend short-run anomalies and align their strategies with long-run structural 

reforms have better prospects of sustaining success. 

In conclusion, the analysis of alpha persistence in emerging markets shows that being skeptic 

and being overly optimistic is not the right thing to do. The future direction must be to find a 

happy medium: on one hand, recognize the shortcomings of persistence; and, on the other, 

develop portfolio approaches that are adaptable, conditionally based, and sensitized by a 

combination of a global perspective on one hand and local circumstances on the other. This way 

of doing it changes the process of seeking alpha from a game of guesses to a scientific approach 

that is flexible and filled with sound judgment. 
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