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The Day After Inauguration

The most prominent Emerging Market (EM) theme for 2025
appears to be US policy, and the coming months should
provide more clarity on its future path. However, many of the
major moves in 2024 were driven by domestic factors. Some
idiosyncratic drivers may extend into 2025, while others will
fade, leading to trend reversals. Our allocation changes are
small this quarter (a downgrade of Malaysia to neutral) as we
remain focussed on key strategic themes such as artificial
intelligence (Al), US-China decoupling, and decarbonisation.

In our view, US politics will be an important theme for EM this
year, with Trump returning to office having floated the prospect
of disrupting global trade via tariffs. The MSCI Emerging Market
(EM) Index has further underperformed US equities since the
November election. An extension of the ‘US exceptionalism’
theme and a stronger US dollar are factors weighing on EM.
Further dollar strength is a risk. However, as outlined in our
recent report, The Art of Fading the Trump Trade (November
2024), EM and Chinese stocks performed relatively well over
Trump’s first term. His incoming administration will face con-
straints that will influence the timing, scope, and magnitude of
some US policies (e.g. tax cuts and tarifts). EMs will likely be
sensitive to these developments.

The initial months of a new president’s term have historically pro-
vided a good indication of the future policy path. Our views and
assumptions will adjust accordingly as the year progresses. Still, our
core strategic themes (e.g. AI, US-China decoupling, and decar-
bonisation) and idiosyncratic domestic factors (¢.g. Brazil’s rising
debt levels) will likely remain relevant over Trump’s second term.
On the latter point, it is worth noting that the bottom three EM
equity indices in 2024 suffered from domestic factors (see Chart 1).

South Korea suffered from political instability culminating in
former President Yoon’s martial law declaration and subsequent
impeachment. The lack of political stability delays some progress
towards reducing the ‘Korea discount’. However, demand for
high-bandwidth memory (HBM) linked to Al growth is a struc-
tural tailwind for Korean semiconductor manufacturers. In addi-
tion, a recovery in traditional tech hardware (e.g., mobile phones)
could further support the MSCI Korea Index, which trades at a
depressed discount to EM (see Chart 2).

The other two laggards last year were Mexico and Brazil. Mexico
has been negatively impacted by Trump’s re-election (similar to
2016-17), but the MSCI Mexico Index had already fallen about
19% between Mexico’s June 2024 election and the November US
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election. The initial decline was primarily due to domestic factors
such as judicial reform. We expect further volatility going into
the next United States-Mexico-Canada Agreement (USMCA)
negotiations, but Mexico remains a likely beneficiary of US-China
decoupling in the long term. In Brazil, domestic investors have
been disappointed by growing debt levels, rising inflation expec-
tations, and higher domestic interest rates. We think the path of
least resistance for Brazil is higher inflation and a weaker currency,
which would erode USD-based returns in 2025 (see Chart 3).

Two notable outperformers in 2024 were Taiwan and China.
The strength of Taiwan was in line with the broader strength of
global tech and advanced semiconductor manufacturers, given
the country’s large exposure to the sector. In China, the market
re-rated in September following a policy shift, which we assessed
as a clear effort to stabilise the property sector and improve equity
market returns. Admittedly, progress towards further fiscal stim-
ulus has been slow, resulting in recent weakness. In addition, the
looming threat of US tariffs and other trade restrictions are also
a headwind for China. As outlined in our last update, we prefer
China A-shares because they 1) have a higher concentration of
domestic ownership, 2) have lower exposure to foreign revenues,
and 3) benefit more directly from policy stimulus and local capital
market reforms.

EM Country Allocation

Chg -2 -1 0 +1 +2
Asia
Chinat -
South Korea -
Taiwan -
Malaysia 1
Indonesia -
Philippines -
Thailand -
Vietnam -
India -
Latin America
Brazil -
Mexico -
Europe, Middle East and Africa
Turkey -
Saudi Arabia -
South Africa -
UAE -

Note: Up/down arrows indicate a positive/negative change in our asset allocation com-
paved to the previous quarterly outlook. A dash indicates no change. The table shows the
major Emerging Markets.

tAllocation is overweight China (via OW A-shaves and N offshore stocks).
Source: CLIM

*The publication reflects asset performance up to 31 December 2024, and macro events and data releases up to 8 January 2025, unless indicated otherwise.
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Market Strategy: US policy is a major focus of the market as
President Trump returns to office. Our views will adjust as the
future policy path is outlined; however, our allocations continue
to reflect strategic trends that will likely persist while Trump is in
office. First, the demand for AI/semiconductors will benefit EM
countries such as Taiwan and South Korea. Second, US-China
decoupling should favour Vietnam and other attractively valued
manufacturing hubs that can produce low-cost goods for US
consumers. Mexico may also be due for a recovery once USMCA
negotiations conclude. Third, industrial metals linked to electri-
fication should also benefit from growing global energy needs.
Indonesia and Chile are heavily exposed to this trend.

Relative to the previous quarter, we made one change to our
country allocations. We downgraded Malaysia to neutral. The
MSCI Malaysia Index has been strong relative to the EM Index
over the past year. We attribute this strength to the growing
demand for data centres and a relatively stable government under
the current coalition. These trends may persist, but we prefer
to recycle exposure into existing underperforming overweights
(mainly South Korea and Indonesia).

Justin Kariya **
January 8th, 2025

Chart 1: Net Total Return in USD, 2024
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**The document includes contributions from Yasemin Engin and Tom Traill.

Chart 2: South Korea forward P/E relative to EM
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Chart 3: Brazilian Real versus USD
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China

OW (OW A-shaves and N offshore stocks)

3Y history Latest
()
X T T | L[] [T
PMI, index \/\/\/\/\_/\f 501  Dec
CPI, % yoy \f’v\’\\,\\/w\ 02  Nov
Policy rate*, % H_ 9.50  Dec
MSCI China** M 0.3% Q4
EPS, % yoy N 13.0  Dec
12M Forward PIE "\ /"~ e~ — 10.0  Dec

*Required Deposit Reserve Ratio for Major Banks.
**USS$ total return relative to MSCI EM.

Source: Bloombery

China is vulnerable to additional tariffs under the new Trump
administration. The timing and severity of any policies remain
uncertain, and Beijing will likely adjust fiscal stimulus measures
to meet its 5% growth target.

Markets reacted positively to China’s policy signals in September,
and the overall index outperformed the EM benchmark over
2024. However, recent stimuli have underwhelmed, and
domestic consumption remains weak. A re-rating will likely
require further signs of stabilisation in the property sector and
additional fiscal measures to support the domestic economy.

We remain overweight China A-shares, and neutral China off
shore stocks. China A-shares 1) have a higher concentration of
domestic ownership, 2) have lower exposure to foreign
revenues, and 3) benefit more directly from policy stimulus and
local capital market reforms.

South Korea

ow
3Y history Latest

PMI, index W‘\j\ 49.0  Dec
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*USS$ total return relative to MSCI EM.

Source: Bloombery

The declaration of martial law in December caught investors
off guard and raised concerns over Korea’s political stability.
However, South Korea’s democratic institutions have so far
proven robust, and Korea’s multinational firms offer attractive
value and exposure to rapidly growing demand for AI and HBM.

The Value Up program has progressed slowly and the ‘Korea
discount’ has become larger for the overall index. The MSCI
Korea Index is trading well below its five-year average forward
P/E ratio despite strong trailing and forward earnings.

We remain overweight primarily to gain exposure to HBM
growth. In addition, sentiment could turn more positive once
legacy hardware (e.g., mobile phones) recovers and a new pres-
idential election provides a political reset.

Taiwan
ow
3Y history Latest
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*USS total return relative to MSCI EM.
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Taiwan’s equity market is heavily weighted to advanced semicon-
ductor manufacturing. Guidance from several important global
tech companies indicates solid demand for advanced AI hardware,
likely supporting Taiwan’s earnings growth. In addition, some
prominent tech CEOs hinted at new technological breakthroughs
in artificial general intelligence (AGI) in 2025, potentially
providing further support for Taiwan’s tech sector.

Tensions with China remain, though Beijing will likely remain
focussed on reviving its domestic economy and managing US
relations. The US and China are seeking to become more
self-sufficient in semiconductor manufacturing, which may
weaken Taiwan’s position over time. Still, the technological and
financial barriers to entry are high, and Taiwanese firms are
diversifying their manufacturing to countries such as the US.

We expect Al to support earnings growth and stay overweight.



Iﬂdia India’s economic and earnings growth has started to decelerate.

A restrictive fiscal stance and a rolling over of the credit impulse

uw are material headwinds resulting in downward revisions to 2025
3Y history Latest carnings.

GDP, % yoy i _I . o EEEEe 5.4 Q3 While headline growth remains strong, and the long-term out

look is bright, India’s equity market is priced optimistically. The

PMI, index W 56.4  Dec MSCI India Index forward P/E trades at a significant premium

to most EMs at 22x. Furthermore, options volume data
CPI, % yoy M 55 Nov .. . . . ..

indicates a large degree of retail speculation, leaving equities
Policy rate, % / 6.50 Dec exposed to a deterioration in sentiment.

In recent years, India has benefited from China’s weakness, with
MSCI India* -3.3% Q4 . . . . .

the two markets often moving in opposing directions. A re--
EPS, % yoy ST 279  Dec rating of Chinese stocks may translate into Indian weakness if
12M Forward PIE ~ e~ 220  Dec this relationship continues to hold. We remain underweight

Indian equities, as the current multiple does not reflect growing
downside risks and less supportive drivers.

*USS$ total return relative to MSCI EM. Source: Bloombery
Malaysia Malaysia is vulnerable to an escalation in the US-China trade
war given its high value-add in US-bound Chinese exports,
N (1) large trade surplus with the US, very open economy and
3Y history Latest politically sensitive semiconductor sector. Tariffs would come at
a time when Malaysia’s electronic exports have been recovering.
GDP, % yoy _--III.----I- 5.3 Q3

While robust domestic demand should partially support growth,

PMI, index w 486  Dec there is limited policy space to offset the impact of tariffs. On

the fiscal side, the government is committed to narrowing the
CPI, % yoy x/\/_\ 1.8 Nov - . , o
fiscal deficit, mainly through fuel subsidy normalisation. As such,
Policy rate, % ~ 3.00 Dec while inflation is contained, the risks are skewed to the upside.
The Bank Negara Malaysia will, therefore, keep rates on hold.
- o
MSCl Malaysia MW/ 12% Q4 Despite its political stability and growing role in the global tech
EPS, % yoy M~ 9.1 Dec supply chain, the equity market has priced this improvement
12M Forward PIE. ™\ e 142  Dec over the past year. We downgrade our allocation to neutral,
given the risk of US tarifts.
*USS total return relative to MSCI EM. Source: Bloombery
Indonesia New President Prabowo Subianto is expected to continue with
his predecessor’s reforms of downstreaming and building out
ow infrastructure. Indonesia is more insulated from a US-China trade
3Y history Latest war escalation as it has lower trade linkages with China, and its
economy is more domestically oriented (household consumption
0,
GDP, % yoy [ II I L 5.0 & makes up over half of GDP).
PMI, index \'\/\//\/\/'/\_/ 512 Dec The MSCI Indonesia Index was one of the weakest markets in
2024. However, we see some indications that the market is due
CPI, % yoy M 16  Dec . -
for a rebound. The reappointment of the finance minister allayed
Policy rate, % ﬁ 600 Dec some concerns that the fiscal deficit might breach the 3% cap amid
ambitious spending plans. In addition, 2025 earnings forecasts
MSCI Indonesia® /\/\,f\'\,\/\ -76% Q4 have been revised higher over the past three months.
EPS, % yoy et Ry v 77 Dec We stay overweight as we think Indonesia is well placed to benefit
12M Forward PIE. — N —_ 115 Dec from decarbonisation trends given its ample nickel reserves, a

critical input in EV batteries.

*USS$ total return relative to MSCI EM. Source: Bloombery



Phl|lpplnes The Philippines, while insulated from tariff risks given that its
exports are concentrated in services rather than goods, is still

uw vulnerable to investor sentiment due to its current account
3Y history Latest deficit. Robust domestic demand means that the current account

deficit is projected to stay wide. As such, despite moderating
GDP, % yoy 5.2 Q3 >
II II I I8 suni. inflation, the PHP is vulnerable to higher US bond yields.

PMI, ind W 543 D e .
naex ee The fiscal deficit is set to remain wide due to the government’s
CPI, % yoy /\/\’_’\/ 2.9 Dec infrastructure spending and fiscal incentives for firms. Midterm
elections in Q2 could delay fiscal consolidation.
Policy rate, % I 575  Dec

The 12m forward P/E discount to EM widened in Q4, leaving

MSCI Philippines* /W\/“f\/\ 5.9% Q4 the MSCI Philippines appearing cheap. The country’s twin

deficit is a vulnerability, leaving it exposed to Fed policy and
EPS, % yoy e e 8.1 Dec v & P POy

investor sentiment, which could shift in the face of tariffs. Thus,

12MForward PIE — e g8 [DE we keep our underweight allocation.
*USS$ total return relative to MSCI EM. Source: Bloombery
Thailand The economy is improving but continues to face multiple head
winds. The biggest risk is hawkish US trade policy, given that
uw Thailand is a very open economy with close trade ties to China.
3Y history Latest High houschold debt limits how much the BoT can ease to
offset the impact of tariffs. As such, fiscal policy will do the heavy
0, 5
o %yoy  guElaBmamanl  d0 @3

lifting, with a continuation of the government’s Digital Wallet

PMI, index F‘/\/\/\J/\_, 51.4 Dec Scheme.
CPI, % yoy /‘/_\W 12 Dec Tourism remains a bright spot, with tourist flows from China yet

to normalise back up to pre-pandemic levels, boosting the cur-

Policy rate, % J 225  Dec rent account surplus. Also, there appears to be stability on the
, political front following the change in leadership in August.
MSCI Thailand* -2.1% Q4

We maintain our underweight as tariffs pose a downside risk to

EPS, % yoy e VW il 2ED an already sluggish economic outlook.
12M Forward PIE ~ "N~ 159  Dec

*USS total return relative to MSCI EM. Source: Bloombery
Vietnam The realignment of global supply chains will likely continue to
favour Vietnam, but we are also cognizant of risks heading into
ow President Trump’s second term. Vietnam has been one of the
3Y history Latest biggest beneficiaries of the China Plus One strategy and is the
US’ third largest bilateral trade deficit. Therefore, while the US
GDP, % yoy - .I - —mE=EEE 7.6 Q4 and Vietnam upgraded ties in 2023, Vietnam is still at risk of US

i tariffs, especially if the US focuses on rules of origin for
PMI, index W e Vietnam’s exports.

CPI, % yoy m 2.9 Dec The State Bank of Vietnam is limited in responding to external

shocks as it grapples with FX pressure. The central bank could
Policy rate, % _/—\— 450  Dec resort to a rate hike or widening the FX trading band. Fiscal
i policy is more supportive, and the Land Law should help the

MSCI Vietnam* M 0.0% Q4 property sector.
EPS, % yoy T~ 143  Dec Beyond the near term, we expect Vietnam to continue drawing
12M Forward PIE e~ S 116  Dec in FDI and remain an attractive friendshoring partner. In addi-

tion, the government is focused on graduating to MSCI EM
status and is implementing the appropriate reforms. Therefore,

*USS$ total return relative to MSCI EM. Source: Bloombery we stay ovemeight
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Concerns over fiscal discipline have become more widespread,
with debt projections and inflation expectations rising.
Accordingly, interest rates are expected to increase further, an
environment historically unfavourable for Brazilian equities.

Brazil will benefit if commodities rebound; however, another
supercycle similar to the early 2000 period is unlikely. The
market is vulnerable to the ongoing fiscal situation, and
running a primary surplus is politically challenging. We think
higher inflation and a weaker currency are the path of least
resistance to stabilising debt levels (see Chart 3).

Brazil was the weakest EM equity market in 2024. This weakness
has cheapened the market, but ongoing domestic woes suggest
further underperformance is likely. We stay underweight.

Mexico
N
3Y history Latest

oor.%yoy [ amllNENa o 7
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Source: Bloombery

A US slowdown and the prospect of more hawkish trade and
migration policies under Trump 2.0 are the key risks to Mexico’s
economy. Additionally, there is a risk that the new Trump
administration could target Chinese FDI into Mexico. US policy
uncertainty will likely weigh on investment.

On the domestic front, fiscal consolidation may be delayed as
the deficit projections outlined in the 2025 Budget appear too
optimistic. The stronger mandate of the ruling Morena
government adds to concerns. The Banxico has signalled it will
continue with its easing cycle, however core inflation remains sticky.

The MSCI Mexico Index is trading at a discount to EM, sig-
nificantly below its five-year average, suggesting a lot of negative
sentiment is priced in. We think Mexico stands to gain from
nearshoring due to its proximity to the US. However, a positive
catalyst may be delayed closer to Q4 when the USMCA review
starts. We, therefore, stay neutral.

Turkey

Uuw
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Source: Bloombery

Tighter financial conditions since the 2023 general election
have led to a sharp narrowing in the current account deficit and
inflation, which has almost halved from its peak of 85.5%. Also,
lira deposits are higher, and activity indicators have started to turn.

However, the December interest rate cut highlights the risk that
the CBT abandons normalising policy before the years of built-
up macro imbalances are fully addressed. Additionally, while
narrowing, the fiscal deficit is inflationary. As such, the pace of
disinflation will likely slow.

Turkey’s stock market rebounded in Q4, leaving the market
looking expensive on a 12m forward P/E basis. We maintain
our underweight as we think the CBT moving away from policy
normalisation is a risk.



Saudi Arabia
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The Kingdom’s near-term outlook continues to be clouded by
lower oil prices and ongoing oil output cuts, raising the risk of
a twin deficit. The IMF estimates breakeven oil prices of $90.9 /bbl
and $83/bbl for the budget and current account, respectively.
Increased project spending under the Vision 2030 banner and
lower oil production has raised the breakeven oil price.

A robust non-oil economy and rising capital investment spending
have put pressure on the current account balance, raising the risk
that it tips into a deficit. Net FDI inflows are unlikely to fully
cover the current account shortfall given high outward FDI.

The structural story (diversification and positive demographics)
is still intact. Moreover, low debt levels and a USD peg lend the
Kingdom some stability compared to its peers. However, we stay
neutral in a period of subdued oil prices and nentral valuations.

South Africa
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The formation of a government of national unity (GNU) and the
absence of electricity cuts have led to optimism over much-
needed structural reforms. However, further progress is required
to expand electricity generation and address bottlenecks in ports
and rail freight. Meanwhile, as a large commodity exporter,
South Africa is vulnerable to trade disruptions from likely US tariffs.

Domestic demand has improved as household spending benefits
from lower inflation, easier monetary policy and the two-pot
pension reform. The budget deficit is wide, albeit improving,
while well-behaved inflation should allow the SARB to continue
cutting the policy rate.

The market rally on the back of GNU optimism has started to
fade as the focus has shifted onto reform results, which will take
time to show. We stay underweight given the challenges facing
the GNU.

United Arab Emirates

N
3Y history Latest
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* Annual series.
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The UAE should continue to benefit from its ambitious reform
plans under the “We the UAE 2031” agenda, while its lower
dependence on oil prices compared to its peers affords it stability.
Both the fiscal and external breakeven price is estimated at $50 /bbl
and $33.7 /bbl, respectively, comfortably below the current price
of Brent crude. As such, the UAE should continue to enjoy a twin
surplus.

Meanwhile, both the oil and non-oil economy are robust.
Hydrocarbon GDP is set to be boosted by a relaxation in oil
production after the UAE was granted an exemption from
OPEC+ limits. Price growth in the real estate market is
moderating, albeit from double-digit growth rates.

The MSCI UAE Index is trading at a discount to EM below its
five-year average. The market provides a good way of gaining
exposure to structural reforms in the Gulf. However, we are
cautious about the oil price outlook, given tariff risks and
continued tensions in the Middle East. Hence, we stay neutral.
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