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The water is calmer but watch out for waves

While incoming US data increase the prospects of a US reces-
sion, a more benign growth slowdown remains our base case.
Nonetheless, political risks will continue to dominate in a handful
of frontier markets (FM), weighing on their outlooks. The FM
universe is diverse and our market preferences are those primed
to benefit from global trends underway such as friend-shoring
(Vietnam) and decarbonisation (Kazakhstan).

Frontier markets (FM) were caught up in the broad market sell-oft
at the end of July following the Bank of Japan’s rate hike and soft-
er-than-expected US labour market data. The latter raises the like-
lihood of a US recession (our working assumption is a 30% prob-
ability over the next 6-12 months), but it is not our baseline view.
Additionally, the recovery in China is losing steam, while Europe
is stagnating. As such, the global manufacturing PMI dropped to
49.7 in July. The latest contractionary reading should provide some
caution but the consumer sector is a bright spot, as evidenced by
the above-50 global services PMI. As such, we expect an easing
in global growth to trend growth rather than an outright sharp
deterioration, which should provide some support for FM exports.
Moreover, the ongoing fall in global inflation precludes easier cen-
tral bank policy. The US Fed is primed to cut at their September
meeting, which should help soften an already expensive US dollar.
Currency pressures and inflationary trends will determine the scale
of easing, but easier US policy should afford FM central banks some
space to cut rates and support their economies.

Political risks are a constant theme as elections are scheduled
in Georgia (October) and Romania (December) this year. The
passing of the Transparency Law ahead of the election in Georgia
have led to protests and its EU accession plans have been put on
ice. In Romania, polls and the results of June’s European par-
liamentary elections point to the current coalition government
retaining power, removing some uncertainty. Beyond FM, the US
election in November could produce a second Trump administra-
tion which would likely be more hawkish on trade and migration.
Given its sizeable bilateral trade surplus with the US, Vietnam
would be at greatest risk. Finally in Bangladesh, the resignation of
its prime minister in response to widespread protests leaves behind
a political vacuum.

Market Strategy

EM equities (MSCI FM 100 Net TR Index) widely underper-
formed EM equities (MSCI EM Net TR Index) by 12.8% points
over February-July. Over the same period, FM also underper-
formed DM equities (MSCI World Net TR Index). The weakness
in FM was concentrated in Vietnam and Iceland. FM equity val-
uations screen as neutral, with the 12M forward P/E trading at a
20% discount, which is in line with its five-year average.

Frontier Markets Semi-Annual Outlook

In terms of country allocation, our preferred markets are Vietnam
and Kazakhstan. Vietnam stands to benefit from friend-shoring
trends, while our overweight in Kazakhstan reflects the country’s
reserves of uranium and thereby exposure to the decarbonisation
trend. We keep our underweights in Argentina and Romania as
the former grapples with deep-rooted macroeconomic imbalances,
and the latter’s deteriorating fiscal situation keeps us wary. Jordan,
Slovenia and Sri Lanka were removed from the benchmark S&P
Extended Frontier 150 on May 1st, while Pakistan was added on
the same date.

We only make one change to our allocation:

Upgrade Oman to overweight. Valuations are not particularly
cheap but have become more attractive over the past six
months. The 12M forward P/E for MSCI Oman is trading
at a discount close to, but still above, its five-year average.
Moreover, the country boasts a robust economy and gover-
nance. The national plan under the Oman Vision 2040
suggests a strong economic outlook, while Oman’s ambitious
plans to export hydrogen means that it can benefit from the
momentum around the decarbonisation trend. We fund our
upgrade by reducing our overweight to Kazakhstan.

Chart 1: S&P Extended Frontier 150 Net Total Return USD, Feb 24-Jul 24
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Argentina
Underweight

Adjustments are encouraging, but uncertainty is elevated as fur-
ther work is required.

3Y history Latest
GDP, % yoy _ll----______ -5.1 Q1
CPI, % yoy J 2715  Jun
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Argentina* 13.5%  Jul
EPS, % yoy** —\/¥ 95 Jul
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*USS$ total return relative to MSCI FM 100. Latest is six-month return.
**12-month moving average.

Source: Bloombery

Recent developments point to an improving macroeconomic out-
look, with much-needed adjustments underway. The IMF noted
in its review in June that the program was “firmly on track”.
Following months of negotiations, a revised version of President
Milei’s Ley de Bases bill and a fiscal package passed the lower
house. The approved legislation introduces measures aimed at
promoting private activity while declaring a state of economic
emergency for one year. Moreover, it reinstates income taxes,
thereby widening government receipts. The cuts to social trans-
fers are already bearing fruit, with the government recording its
sixth-consecutive primary budget surplus in June. Meanwhile,
inflation gradually fell as austerity measures started to bite, and the
central bank stopped financing the Treasury. Finally, after falling
for nine months, economic activity in May rose by 1.3% mom.
However, most of the strength can be attributed to the recovery
in the agricultural sector, and overall GDP is projected to contract
in 2024.

Nonetheless, challenges remain, a fact the IMF acknowledges
(“a difficult adjustment path still lies ahead”), particularly regard-
ing exchange rate and monetary policy. The administration’s
devaluation pace of 2% a month falls short of monthly inflation,
which stood at 4.6% in June. As such, the peso has been steadily
appreciating in real terms, reversing the benefits of the December
devaluation. This could impact the competitiveness of Argentina’s
exports, a vital source of FX. The peso remains tightly managed,
and a move to a free float regime could risk a run on the peso
given that net reserves are back in negative territory, removing a
key currency support. A sharp depreciation in the peso would add
to inflationary pressures, reversing the administration’s hard work
on bringing down inflation.

Another area of concern, flagged by Fitch Ratings, is the authori-
ties’ “second stage” of their stabilisation plan, which aims to sup-
press the supply of peso. This is in addition to existing measures
such as keeping a negative real policy rate to lower interest pay-
ments. The new measures involve transferring the central bank’s
short-term liabilities to the Treasury to stem monetary issuance.
Moreover, the central bank will intervene in the parallel market by
selling the dollars purchased from exports in the official market,
supporting the parallel rate (the spread between the official and
parallel peso rate is about 30%). However, these measures could
impede efforts to build up FX reserves. Moreover, there will be
a significant increase in hard currency debt payments from 2025
onwards, putting pressure on reserves.

As such, we remain cautious on Argentina. While the approval
of President Milei’s legislation is a step in the right direction,
the negotiations and the lengthy process leading up to it indicate
how fractured the legislature is. Passing future legislation needed
to address remaining macro imbalances will, therefore, also be
challenging. This is a risk against the backdrop of a public with
limited patience. The monthly Government Confidence Index,
which tracks closely the spread between the parallel and official
peso exchange rate (proxy for market imbalance), has been turn-
ing down over the past few months (see Chart 2).

Chart 2: Government Confidence Index and Peso Ratio
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Market Strategy: The MSCI Argentina trailing P/E trades at a
discount to FM100. The government’s measures aim to tackle
the country’s deep-rooted economic issues, but they risk not
being completed or enacted successfully if public trust sours. A
lot of optimism has already been priced in, and therefore, we stay
underweight.

For reference, the benchmark for the Fund, the S¢&P Argentina BMI,
has o large weighting to Meveado Libre.



Kazakhstan
Overweight

We prefer Kazakhstan given its sound fiscal indicators and decar-
bonisation-related natural resources.

3Y history Latest
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The Kazakh economy is set to soften in the face of lower oil
output and recent floods, but its strong fiscal position and stur-
dy non-oil economy will provide some offset. Kazakhstan needs
to compensate for the 620,000 b/d it overproduced above its
OEPC+ quota during Jan-Jun 2024, while the Tengri oil field
expansion has been delayed. In contrast, the non-oil economy has
been supported by government measures. The services PMI ticked
up to 51.4 in July, indicating an expansion. On the back of lower
oil prices and output, the current account balance is projected to
remain in a deficit, however, foreign reserve buffers are solid.

The National Bank of Kazakhstan (NBK) is likely to cut rates
again this year after lowering rates by a cumulative 250bps since
August 2023. Still, the pace of easing will be constrained by infla-
tionary pressures stemming from the flood and utility price hikes.
Inflation is still above the 5% target, and the NBK does not expect
to meet the target until 2026. Nonetheless, the real policy rate is
still high. Turning to fiscal policy, the government aims to tighten
its fiscal stance and introduce a new tax code to boost non-oil
revenues. Low public debt levels (20% of GDP) afford Kazakhstan
fiscal space and means that the country’s sovereign risk is low.

On a medium-term basis, we are optimistic about the benefits
from the decarbonisation trend given Kazakhstan’s ample uranium
reserves (20% of global production in 2023). Kazatomprom has
been ramping up its output after sulfuric acid shortages curtailed
production in 2023.

Market Strategy: The Kazakh stock market outperformed
Frontier over the past six months. Market valuations still screen
neutral on a 12M forward P/E relative basis. While softer due
to lower oil output, the economy is holding up relatively well.
Additionally, the Kazakh economy’s natural resources gives us
exposure to uranium (decarbonisation). We stay overweight.

Bangladesh

Neutral

The regime change introduces risks to political stability and the
central bank’s efforts to normalise policy.

3Y history Latest
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Bangladesh’s economy is relatively stable, albeit soft, and
Bangladesh Bank (BB) has made some encouraging and necessary
interventions. Nevertheless, the fragile political situation dampens
the outlook. Following weeks-long protests, which weighed on
the country’s vital garments sector, PM Sheikh Hasina resigned in
carly August. This has led to a political vacuum, with a caretaker
government taking over until an election. Elections are to occur
within 90 days of parliament’s dissolution as per the constitution,
however this seems unlikely. Further public unrest cannot be
ruled out, especially if the military becomes too active within the
government.

The political crisis came as the economy was starting to show
signs of slowing. High inflation and borrowing costs have been
a drag on private consumption, while banks’ non-performing
loan ratio increased to 11% as of March and is likely to keep ris-
ing. Acknowledging the weaker macro backdrop, the Budget for
FY24-25 revised down its growth target to 6.7%. The Budget also
outlined an ambitious plan to reduce the budget deficit to 4.6% by
lowering spending and raising taxes. Given the political turmoil,
fiscal consolidation could be delayed.

The country’s dwindling foreign reserves remains a concern, as
weak exports have offset the strength in remittances growth.
Reserves cover around four months of imports. BB, in response,
introduced a crawling peg for the taka as an interim arrangement
before moving to a market-based exchange rate regime, a move
welcomed by the IMF. In addition, loan rates were changed to
market-based rather than linked to government Treasury bills. The
key policy rate was also hiked to 8.5%. Combined with the tighter
fiscal stance, these measures should help build reserves, but the
IMF noted that risks to the outlook were tilted to the downside.

Market Strategy: Bangladesh’s low foreign reserves leave it
vulnerable to external shocks, and recent political developments
could lead to a loss of confidence. Valuations for the MSCI
Bangladesh are cheap, therefore we remain neutral.



Vietnam
Overweight

Vietnam is our favoured market as it stands to benefit from friend-
shoring and valuations screen neutral.

3Y history Latest
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In line with the trend across the ASEAN markets, Vietnam’s equi-
ty market has suffered from foreign fund outflows and a weaker
dong. However, the deterioration in sentiment is far removed
from the robust macroeconomic picture and Vietnam’s growing
importance in the global supply chain and we stay positive on the
market.

Vietnam’s GDP growth increased from 5.7% to 6.9% in Q2 due to
a surge in manufacturing and exports, especially tech. The drop in
inventories and rise in new orders noted in July’s manufacturing
PMI press release suggest production will stay strong. The con-
sumer sector, in comparison, has been softer but the 6% minimum
wage hike, in addition to the 30% public sector wage increase,
should provide some support.

Inflation has hovered close to the 4.5% ceiling due to double-dig-
it food inflation and a weaker dong. Core inflation could stay
sticky if domestic demand recovers and the dong continues to
depreciate. So far, Vietnam’s trade surplus and the State Bank of
Vietnam’s (SBV) interventions have limited the downward pres-
sure on the dong. But lower reserves mean that the dong could
depreciate further, particularly if the SBV uses the Fed rate cut as
an opportunity to reaccumulate reserves.

The real estate market remains fragile but is showing signs of stabi-
lisation. Property transaction volumes and prices picked up in H1,
helped by low interest rates. The advancement of some real estate
laws to August 2024 should allow for faster project approvals and
make it easier for foreign developers to do business.

Over the medium term, Vietnam is set to be a key beneficiary of
supply chain readjustments away from China amid trade tensions

between the US/EU and China. The momentum in FDI contin-
ued in HI1, with inflows growing by 13% yoy. The possibility of
a second Trump presidency in the US is a risk given his hawkish
trade rhetoric and Vietnam’s growing trade dependency with the
US (see Chart 3). Vietnam could come under investigation due
to its trade linkages with China, curtailing any benefits from the
“China plus one” strategy. While blanket tariffs are likely under a
Trump 2.0 presidency, we think tariffs on Vietnam will be limited
as they would harm the US economy too.

Chart 3: Vietnam Exports, % of Total (12m moving average)
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Turning to domestic politics, President To Lam assumed the role
of General Secretary until the 2026 party Congress following the
death of Nguyen Phu Trong. Trong’s leadership oversaw a wide-
spread anti-corruption campaign and opening up of the economy.
While there may be some uncertainty over leadership, the party’s
industrial policy is unlikely to change.

Beyond trade, Vietnam’s burgeoning middle-class presents oppor-
tunities for the consumer sector. Vietnam’s middle-class growth
is on a similar trajectory experienced in other emerging Asian
markets.

Market Strategy: Vietnam’s stock market underperformed again
over the last six months, further improving market valuations.
The 12M forward P/E premium to FM100 is close to its five-
year average. We are still optimistic on Vietnam’s medium-term
growth story from friendshoring and middle-class formation. As
such, we keep our overweight allocation.



Romania
Underweight

A worsening fiscal situation and the absence of steps to tackle it
are risks to the outlook.
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The Romanian stock market recorded another period of out-
performance; however we are cautious given the persistent twin
deficit problem and stretched valuations. The fiscal deficit as of
June reached 3.6% of GDP, making it unlikely that the 5% deficit
target for 2024 is met. Romania is under an Excessive Deficit
Procedure, so it must reduce its deficit in line with the European
Commission’s (EC) recommendation after failing to reach its pre-
vious EC targets. The recalculation of pensions and pre-election
spending will put pressure on Romania’s fiscal balances this year,
with fiscal consolidation likely to be delayed until after elections.
The incumbent PSD-PNL coalition government are expected
to stay in power in December’s election following their stron-
ger-than-expected performance in recent European parliamentary
clections.

Generous fiscal spending has supported household spending, the
main driver of growth. Delays to fiscal adjustments and strong
domestic demand will leak into imports and put upward pressure
on the current account deficit, which stood at 6.9% of GDP in
Q1. Additionally, inflation has proven stickier than elsewhere in
Central Europe, and disinflation is likely to prove slow, leaving
inflation above the National Bank of Romania’s (NBR) target.
Nonetheless, the NBR cut rates by 25bps to 6.5% for the second
consecutive meeting in August, citing the improvement in recent
inflation prints.

Market Strategy: MSCI Romania screens expensive following a
year of outperformance, with the 12M forward P/E trading at a
discount to FM100 significantly smaller than its five-year average.
Combined with the growing risks of Romania’s fiscal problems,
we see downside risks. As a result, we maintain our underweight
allocation.

Georgia

Neutral

Upcoming elections could re-ignite protests and delay the EU
accession process.
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The possibility of EU accession, and the improvement in gover-
nance and funding accompanying it, is a significant upside risk for
Georgia. Still; recent political tensions keep us cautious. Protests
erupted after the incumbent Georgian Dream party introduced
a Transparency Law in May, which notably requires media and
non-governmental organisations to register as foreign agents if
they receive more than 20% of their funding from overseas. The
law has led to tensions between Georgia and the EU/US, with
the EU suspending Georgia’s EU membership process and fund-
ing in July. The Georgian Dream party could be re-clected for a
fourth term in October’s elections, given that the opposition has
struggled to coalesce. Political uncertainty could result in down-
ward pressure on the lari and dollarisation. At the end of 2023,
nearly half of deposits were in USD. The IMF assigns a medium
likelihood to political risks.

Economic activity appears to have held up amid the protests, with
the monthly GDP expanding by 7.5% yoy in June. The Georgian
economy benefited from favourable inflows of capital and immi-
gration in the wake of the Russia-Ukraine war. These inflows
helped strengthen Georgia’s reserves, but these flows have been
fading. Inflationary pressures are contained and are below the
National Bank of Georgia’s (NBG) 3% target rate; however, core
inflation has been creeping up as the labour market is tight. With
the policy rate at 8%, the NBG can continue to ease policy but will
be limited by political uncertainty and its impact on dollarisation
rates and the lari.

Market Strategy: Georgia’s stock market outperformed the bench-
mark over the past six months, with the protests in May taking some
shine off. Georgia’s economic backdrop is robust, and valuations for
the three biggest stocks (Georgia Capital, Bank of Georgia, TBC
Bank) are neutral. Upcoming elections are a concern as it could
result in more public unrest. As such, we stay neutral.

The information contained herein is obtained from sources believed by CLIM
to be accurate and relinble. No vesponsibility can be accepted under any cir-
cumstances for ervors of fact or omission. Any forward looking statements or

Sforecasts ave based on assumptions and actual vesults may vary from any such
SEALEMENTS 07 fOVECASES.
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Important Notice

City of London Investment Management Company Limited (CLIM)
is authorised and regulated by the Financial Conduct Authority
(FCA) and registered as an Investment Advisor with the Securities
and Exchange Commission (SEC). CLIM (registered in England and
Wales No. 2851236) is a wholly owned subsidiary of City of London
Investment Group plc. (CLIG) (registered in England and Wales No.
2685257). Both CLIM and CLIG have their registered office at 77
Gracechurch Street, London, EC3V 0AS, United Kingdom.

While CLIM has used reasonable care to obtain information from
reliable sources, no representations or warranties are made as to
the accuracy, reliability or completeness of third party information
presented herein. No- responsibility can be accepted under any
circumstances for errors of fact or omission. Some of the information
in this document may contain projections or other forward looking
statements regarding future events or future financial performance of
countries, markets or companies. These statements are only predic-
tions as of the date of this document which could change without
notice and actual events or results may differ.

This document does not constitute an offer to sell or the solicitation
of an offer to buy any securities. Nothing herein should be construed
as investment advice to buy or sell any securities. Past performance
is not a guide to future results. The value of an investment and any
income from it can go down as well as up and investors may not get
back the original amount invested.

The S&P Extended Frontier 150 consists of 150 of the largest and
most liquid stocks from 36 frontier markets. The index is designed
to be a diversified, yet investable portfolio of frontier market stocks.
S&P® is a re%lstered trademark of Standard & Poor's Financial
Services LLC (S&P); and this trademark has been licensed for use by
S&P Dow Jones Indices LLC and sublicensed for certain purposes by
CLIM. CLIM's financial products are not sponsored, endorsed, sold or
promoted by S&P, its respective affiliates and third party licensors
and none of such parties make any representation regarding the
advisability of investing in such product(s) nor do they have any
liability in relation thereto, including for any errors, omissions, or
interruptions of any index.

The MSCI Frontier Markets 100 Index is a representative and more
easily replicable alternative to its broader parent index, the MSCI
Frontier Markets IMI. The MSCI Frontier Markets 100 Index includes
approximately 100 of the largest and most liquid constituents of
the parent index. Neither MSCI nor any other partg involved in or
related to compiling, computing or creating the MSCI data makes
any express or implied warranties or representations with respect to
such data (or the results to be obtained by the use thereof), and all
such parties hereby expressly disclaim all warranties of originality,
accuracy, completeness, merchantability or fitness for a particular
purpose with respect to any of such data. Without limiting any of
the foregoing, in no event shall MSCI, any of its affiliates or any
third party involved in or related to compiling. computing or creating
the data have any liability for any direct, indirect, special, punitive,
consequential or any other damages (including lost profits) even if
notified of the possibility of such damages. No further distribution
or dissemination of the MSCI data is permitted without MSCI's
express written consent.

The Bloomberg Terminal service and data products are owned and
distributed by Bloomberg Finance L.P. (“BFLP"). BFLP believes the
information herein came from reliable sources, but does not guar-
antee its accuracy. No information or opinions herein constitutes
a solicitation of the purchase or sale of securities or commodities.



