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Overview

Ceasefire, what is it good for?

Emerging Markets (EM) were broadly flat in Q1 as geopolitical
tensions in the Middle East disrupted an otherwise improving
macro backdrop. We continue to see supportive conditions for
2026, driven by USD weakness, ongoing Al-related investment,
and resilient global growth. While a ceasefire may stabilise
sentiment, risks to energy supply and inflation remain. We
maintain exposure to Al hardware (South Korea, Taiwan), sup-
ply-chain realignment (Mexico, Vietnam), and China A-shares.
This quarter, we reduced underweights in Brazil and Indone-
sia, while downgrading the Philippines, UAE, and Poland.

Q1 was expected to provide the next leg up for EM assets, as
global economic data appeared to be accelerating alongside
USD weakness and the ongoing Al capex buildout. We believe
many of these tailwinds remain in place for the remainder of
2026; however, the Iran conflict disrupted this trend in March.
The EM benchmark was roughly flat over Q1 (see Chart 1). At
the time of writing, a two-week ceasefire has been announced,
reinvigorating positive sentiment, with EM equities producing
their strongest one-day returns since 2022 following the news.

Even if the ceasefire ultimately leads to some resolution—al-
lowing oil and other goods to flow through the Strait of Hormuz
(SoH)—the Iran conflict is still likely to leave a dent in global
growth, and some shocks are already impacting markets more
dependent on SoH supplies. We will need to recalibrate our
growth and inflation expectations depending on how events
unfold over the coming weeks. That said, past policy support
and a gradual normalisation of oil flows still leave open the
possibility of trend-like global growth and a continued disin-
flationary path. The key issue for investors is the likelihood of a
sustained ceasefire, allowing SoH traffic to normalise.

In 2022, we refined our geopolitical framework to better navi-
gate such events and support more informed investment de-
cisions. Our inputs indicate that volatility spikes remain possi-
ble over the coming weeks and months, but incentives appear
aligned for an “imperfect” negotiated settlement. Recent de-
velopments have progressed broadly in line with this frame-
work and suggest we should not abandon our core positions.
However, our framework also recognises that conflicts can
lead to unexpected outcomes and adverse shocks, including
recession and stagflation. While markets have rallied on news
of atemporary ceasefire, key issues remain unresolved, includ-
ing Iran’s control of the SoH and access to enriched uranium.
Accordingly, our adjustments this quarter reflect the possibili-
ty that alternative scenarios may still materialise.
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Market Strategy:

Our core views are unchanged, and our allocations should benefit
from a gradual easing of geopolitical risks. We maintain exposure
to Al hardware (via Taiwan and South Korea), supply-chain realign-
ment beneficiaries (e.g. Mexico and Vietnam), and countries lev-
eraged to the global energy transition (e.g. Chile). We also retain
a preference for China A-shares, where we see potential upside in
2026 from policy measures that encourage household savings to
shift back into the local equity market.

While our baseline view remains constructive, we are using the
recent relief rally to build some exposure to alternative scenari-
os, including an economic slowdown or stagflation. We focus on
markets likely to be impacted (positively or negatively) by recent
developments, regardless of how negotiations unfold.

*The publication reflects asset performance up to 31 March 2026 and macro events and data releases up to 9th April 2026 unless indicated otherwise.

Authorised and regulated by the Financial Conduct Authority. Registered as an Investment Advisor with the SEC. Registered Office: 77 Gracechurch Street London EC3V 0AS



Increase exposure to Brazil, while remaining underweight. Chart 1: MSCI EM Q12026 Performance (USD Total Return)

Weak domestic fundamentals and worsening debt metrics
leave the BRL vulnerable to depreciation ahead of the next Brazil

19.1%
election. Speculative inflows also leave this higher-beta mar-
ket exposed in a global growth slowdown scenario. However, South Korea 16.5%
higher oil prices and diversification away from Gulf ener-
gy support LATAM energy exporters such as Brazil. We are Thailand

therefore reducing our underweight, given the risk that oil

prices remain elevated beyond the near term. Turkey
Upgrade Indonesia to neutral. We assess Indonesia’s under- Saudi Arabia
performance as justified, reflecting a combination of fac-
tors including a potential downgrade to frontier status by Taiwan
MSCI (decision due in May), deteriorating governance, and
more populist fiscal policies. Further deterioration remains Mexico
possible. However, technical indicators suggest the market
. . . Malaysia
is oversold and that much of the negative news is already
priced in. Indonesia, while vulnerable to higher oil prices, is Poland
relatively better positioned than other ASEAN markets given
its status as a net energy exporter (primarily coal). EM
Downgrade the Philippines to underweight. We expect Chima A
some deterioration in its external balance due to higher oil
prices and a decline in remittances from the Gulf region. hilippines

Policy flexibility is limited in responding to a potential ener-
gy shock, which will likely weigh on the economy, even if the South Africa
Iran conflict de-escalates in the near term.

Downgrade the UAE to neutral. We upgraded the UAE last vAE

quarter on the view that it would outperform GCC peers in

a global growth upswing. A resolution to the Iran conflict e

would be supportive. However, recent missile and drone at- Vietnam

tacks are likely to leave a lasting impact, particularly if the

U.S./Israel end the conflict without fully eliminating future India  -181%

Iranian threats. We remain constructive on the UAE's long-

term prospects as a global hub for tourism and commerce, Indonesia -207%

but the country may require a sustained period of stability 5% 5% % =% % 5%

before fully recovering. E Bloomb
ource: bloomoerg

Downgrade Poland to underweight. Poland has outper-
formed the EM benchmark over the past year and tends to
be more pro-cyclical. There is growing evidence that recent
momentum is slowing, and if higher energy prices continue
to weigh on European growth, Poland is likely to experience
further weakness.

Justin Kariya**
April 9th, 2026
**The document includes contributions from Yasemin Engin and Tom Traill.
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The MSCI China Index underperformed over the past quarter but
was relatively resilient in March. We attribute this stability to “na-
tional team” purchases of A-shares and optimism ahead of the
expected Xi-Trump meeting in May. While there is limited clarity
on how the meeting will unfold, it is a positive sign that both the
US and China appear committed to keeping the engagement on
track despite recent geopolitical tensions in the Middle East.

China's Two Sessions conference lowered the growth target and
delivered no major stimulus announcements. The near term out-
look therefore appears uninspiring. However, investor pessimism
around policymakers’ willingness to boost consumption may be
overdone, given households hold large excess savings. While the
housing sector remains weak, stabilisation following four years of
contraction would be a meaningful positive development.

Earnings remain weak and may require further patience, as poli-
cymakers and corporates work to address persistent deflationary
pressures. We retain our small overweight position, expressed
through an overweight in A-shares and a neutral stance on off-
shore share classes.

The MSCI South Korea Index has been particularly volatile in the
weeks since the latest Middle East conflict began, fuelled in part
by concerns over the country’s vulnerability to higher energy
prices and more efficient memory usage through TurboQuant
technology. Despite these developments, we continue to favour
Korean equities.

Robust demand in the memory chip space remains a powerful
tailwind for the Korean market, and several industry projections
indicate that the market will remain undersupplied into 2027
The country also offers exposure to robotics, and the Value-Up
programme continues to evolve, supporting a reduction to the
“Korea Discount.”

We remain overweight South Korea. Trailing and forward earn-
ings growth remain favourable, while valuations are still relative-
ly attractive despite several positive developments over the past
year.

Earnings are expected to grow by over 20% in both 2026 and
2027 The ongoing Al related capex buildout remains a clear tail-
wind for Taiwan's export orders.

Valuations for the MSCI Taiwan Index have risen relative to the
EM aggregate in recent months, with the relative P/E now above
its five year average. That said, geopolitical risks continue to
cap long term multiple expansion. Developments around the
upcoming US-China summit and Taiwan’'s domestic political
dynamics will therefore remain important reference points for
assessing this longer term risk.

We remain overweight. Taiwan remains a key beneficiary of
growing demand for Al related hardware.
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¢ India extended its recent period of relative weakness through

Q1. In part, this reflects the market’s limited exposure to Al re-
lated themes that have driven performance elsewhere. More re-
cently, as a net energy importer, India has also been negatively
affected by the conflict in the Middle East.

Looking ahead, we are monitoring potential catalysts that could
shift sentiment back in India’s favour. Recent underperformance
has driven a meaningful derating, with the market now trading
at a valuation below its five year average. Earnings growth may
be approaching an inflection point, while recent US-India and
EU-India trade agreements leave the country well positioned as
an alternative manufacturing hub to China.

We maintain our neutral position on India, as there is current-
ly no clear catalyst for near term outperformance. That said,
the coming months may present a more attractive entry point
should fundamentals continue to stabilise.

Malaysia is in a relatively better position than most ASEAN peers
givenits role as a net natural gas exporter and small netimporter
of crude. Nonetheless, Malaysia still sources most of its crude oil
imports from the Gulf.

A period of elevated oil prices would push up fuel subsidy costs,
putting pressure on the fiscal picture. Fuel subsidies are politi-
cally sensitive, especially with general elections due by February
2028. However, fuel subsidies would shield consumers and keep
inflation contained, affording the Bank Negara Malaysia space
to keep rates on hold.

Malaysia’s large data centre pipeline and growing semi-conduc-
tor sector are positives, but higher US tariffs and a conflict-driv-
en slowdown in global growth pose risks. Moreover, valuations
for the MSCI Malaysia Index appear stretched relative to EM. We
stay neutral.

Indonesia’s equity market sold off in Q1 in response to the US-
Iran conflict and MSCl raising concerns over the market's invest-
ability, with the risk of reclassification to a frontier market status
if no improvements were made by May. Authorities have since
raised minimum free-float requirements.

Indonesia is vulnerable to higher oil prices. Given public unrest
last year, the government is likely to absorb the price shock,
putting further strain on public finances. The 3% budget deficit
ceiling risks being breached. However, Indonesia’s position as a
net energy exporter, driven by coal, leaves it better placed than
other ASEAN peers.

Valuations for the MSCI Indonesia Index are highly depressed,
trading at a discount to EM of close to two standard deviations
below its five year average. While further weakness is possible,
we believe much of the negative news is already priced in. We
therefore upgrade our allocation to neutral.
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+ The Philippinesis particularly exposed to the energy shock given
its dependence on energy imports from the Gulf re-gion, with
the country having declared a national emergen-cy. Additional-
ly, the Gulf region is a significant source of remittances. Slower
publicinvestment, due to a corruption investigation, was already
weighing on economic activity prior to events in the Middle East.

« Ariseininflation on the back of higher energy prices means that
the Bangko Sentral ng Pilipinas is likely to hike rates. Any fiscal
stimulus to offset the cost of higher energy prices will be limited
by an already large budget deficit.

 Valuations for the MSCI Philippines Index screen relatively
cheap, while projected earnings growth is broadly in line with
the region. However, the Philippines’ twin deficit leaves it more
vulnerable than peers to market volatility and higher oil prices.
With uncertainty around the Middle East elevated, we down-
grade our allocation to underweight.

» Thailand’s stock market rallied in February after the conservative
party secured a majority in the general election. Improved politi-
cal stability should help pave the way for reforms.

« The energy shock, however, is likely to weigh on activity in the
short term. Thailand is heavily reliant on imported oil and nat-
ural gas, which together represent the dominant sources of
electricity generation. Moreover, tourism flows could slow amid
higher transport costs. Low inflation suggests the economy has
some capacity to absorb the shock from higher energy prices,
but fiscal space is constrained by high public debt levels.

 Following February’s rally, the MSCI Thailand 12m forward P/E
premium to EM has widened to nearly two standard deviations
above its five-year average. Given Thailand’s relatively high ex-
posure to elevated energy prices and the re-rating of its equity
market, we increase our underweight position.

« Vietnam faces downside risks from the Middle East conflict giv-
en its dependence on energy imports. Policy rate hikes are likely
if inflation is pushed above the State Bank of Vietnam'’s 4.5%
ceiling. As a partial offset, the IEEPA ruling and subsequent low-
ering of tariff rates provide a tailwind for Vietnam'’s exports.

« Beyond the short term, Vietnam's public infrastructure invest-
ment plans should continue to drive strong growth. The con-
solidation of To Lam’s power as both party chief and president
could help streamline the implementation of reforms.

* While the post-Liberation Day equity rally has lost momen-
tum, valuations continue to appear stretched on a 12m forward
P/E basis. We continue to view Vietnam as a key beneficiary of
friend-shoring, and accordingly stay overweight.
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« Brazil has been one of the better-performing markets in Q1. It

is a net energy and commodity exporter and also benefits from
providing geographical diversification of energy supply.

The Brazilian economy remains weak despite accommodative
fiscal policy. High debt levels and government finances are not
expected to improve ahead of the presidential election in Oc-
tober, leaving the currency exposed to a deterioration in sen-
timent. Recent strength has been closely linked to speculative
foreign inflows, pushing the forward P/E to elevated levels rel-
ative to EM.

The macro backdrop for Brazil is still unfavourable due to wors-
ening debt metrics and currency vulnerability ahead of the
election. However, the market is a potential beneficiary of dis-
ruptions to the Strait of Hormuz. As such, we reduce our under-
weight allocation.

Mexico is relatively insulated from developments in the Middle
East given its low energy imports from the Gulf region. High-
er revenues from oil exports could help subsidise gasoline tax
breaks, limiting the impact on households. Risks to inflation are
skewed to the upside, leaving the Banxico likely to delay resum-
ing its easing cycle.

The key development this year will be the USMCA review in July,
and preparations appear to be progressing well. Mexico's close
trade ties and geographical proximity to the US mean that it
should benefit from friend-shoring.

The MSCI Mexico Index’s 12m forward P/E premium to EM has
widened, trading at close to two standard deviations above its
five-year average. However, earnings growth projections for this
year are robust, and we think that medium-term drivers such as
friend-shoring support a continued overweight position.

As a major energy importer, higher energy prices are likely to
generate inflationary pressures in Poland. A wide budget deficit
limits fiscal policy space to counter higher energy prices, while
the National Bank of Poland is likely to pause its easing cycle.

EU fund projects will continue to be the primary driver of growth.
The use of the EU’s SAFE loan on the Poland'’s defence sector is
also a positive, however, the president’s veto of the bill suggests
some risk of policy paralysis.

After a year of outperformance, the MSCI Poland Index now
trades at a much narrower discount to EM on a 12m forward P/E
basis than its five-year average. Poland is exposed to higher en-
ergy prices given its import dependence and close trade ties to
the euro area economy. As such, we downgrade our allocation
to underweight.
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+ Saudi Arabia is relatively more insulated than the rest of the
GCC from the conflict as it can continue exporting some of its
oil given its direct access to the Red Sea. Moreover, the Saudi eq-
uity market is more heavily driven by domestic investors than by
foreign flows, and is therefore less exposed to swings in global
risk sentiment.

* Nonetheless, while higher oil prices provide partial relief to Sau-
di Arabia’s constrained external and budget balances, the con-
flict is likely to damage regional sentiment, thereby impacting
FDI and tourism. Prior to the conflict, sentiment had already
started to soften following the Kingdom'’s adjustment of invest-
ment plans linked to the Vision 2030 program.

+ The MSCI Saudi Arabia Index appears more expensive after out-
performing the rest of GCC and broader EM universe, with the
12m forward P/E premium to EM now in line with its five-year
average. We still expect US dollar depreciation this year, which
has historically been a headwind for Saudi equities. We maintain
our underweight position.

 Higher energy prices are a headwind to activity for a crude im-
porter such as South Africa. Combined with the impact of a
weaker rand, inflation is likely to breach the new 3% infla-tion
target, keeping the South African Reserve Bank on hold. Any
fiscal relief will be limited by the Treasury’s focus on debt sta-
bilisation.

« Post-GNU structural reforms are underway, with further gains
made on the logistics front. Local government elec-tions, ex-
pected at the end of this year, could upend the GNU.

+ As a result of its high-beta characteristics, the MSCI South Af-
rica Index and rand have recorded some of the largest declines
since the onset of the recent conflict. Nonetheless, due to the
prior precious metals-driven rally, valuations for the South Af-
rican equities are not attractive. Elevated mar-ket uncertainty,
limited upside in precious metals prices and a soft economy
keep us underweight.

- Since the start of the recent conflict, the UAE has been exposed
to the majority of Iranian strikes, with significant implications
for tourism flows and the wider non-oil economy. The offset
from higher energy prices is limited, given that only a fraction of
UAE's exports can bypass the SoH.

Signs of the ceasefire lasting beyond the initial two weeks would
be the catalyst needed for a sustained recovery in sentiment to-
ward the UAE. That said, given the UAE equity market’s reliance
on foreign investor flows and uncertainty around the extent of
damage, the recovery process is likely to prove gradual.

+ We continue to view the UAE’s long-term prospects favourably
as a global tourism and commerce hub, but uncertainty around
the current conflict means that we downgrade our allocation to
neutral.

No responsibility can be accepted under any circumstances for errors of fact or omission. Any forward looking statements
or forecasts are based on assumptions and actual results may vary from any such statements.
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