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by Heather Haynos
An unconventional approach continues to keep this fund ahead of the pack.
Unlike most of its peers in the diversified emerging-markets group, PIMCO Tax-Efficient Structured Emerging Markets Fund gives many of the world's lesser-known markets a fair chance. It's not unusual, for example, to see a small portion of the portfolio's assets dedicated to relatively obscure markets such as Peru and Botswana. In fact, the fund invests in more than 30 different markets by dividing the developing world into three tiers according to each country's liquidity and capitalization. That's because smaller, pre-emerging markets often have greater growth potential than their larger counterparts, says comanager Cliff Quisenberry.

Despite its outsized exposure to such smaller markets, the fund has avoided volatility much better than its typical peer. A portfolio of more than 300 stocks helps, and management rarely dedicates more than 4% of assets to any one market. 

That level of diversification can also shelter the fund during rough periods for the emerging-markets group. Its peers with larger allocations to Korea and Taiwan, for example, suffered greater losses in 2000, when those countries' markets traded down with the Nasdaq. By the same token, however, the fund can get left out of some of the larger markets' rallies. In 2001's fourth quarter, for instance, the fund didn't participate as fully as some of its peers did in Korea and Taiwan's comeback. Still, the fund's three-year trailing return stands in the group's top quartile. What's more, thanks to the use of tax-loss accounting, the fund has so far paid out no capital gains, making it considerably more tax-efficient than its typical peer.

We think this fund has proven itself to be one of the category's more-attractive options.

Year

  Total Return (%)
     +/- Category

01-02

           5.8

           2.1

2001

          -0.1

           3.7

2000

         -29.1

           1.8

1999

          72.6

           0.1

1998

           ---

            ---




Kudos

· More Broadly diversified among countries and sectors than the typical emerging-markets fund.

· Tax-conscious strategy.

Risks

· Broadly diversified portfolio unlikely to take full advantage of rallies.

Strategy

Although it tracks the same countries as its benchmark, the International Finance Corporation Investable index, it weights its markets equally within three tiers rather than by market capitalization.  In order to maintain these target weights, the fund rebalances when a country exceeds its target by 50% or more.  Note: The fund can be obtained for much lower minimum investments through Schwab and other discount brokers. 

Management

This PIMCO fund is sub-advised by Parametric Portfolio Associates.  Lead international manager Cliff Quisenberry has managed the fund since its July 1998 inception.

Inside Scoop

This fund divides its assets among more than 30 developing markets, including Botswana, China, and Russia.  Surprisingly, it’s been able to keep volatility to a minimum by spreading its assets among more than 300 stocks and keeping its bets in check.  Although it’s geared toward the institutional investor, there’s plenty to like here.

