
Overview

Looking Beyond the Near-Term Volatility

Emerging Markets (EM) have continued to outperform global 
equities, driven by resilient earnings growth in the technolo-
gy sector. While higher volatility has prompted us to temper 
our near-term expectations for semiconductor stocks, we 
continue to favour strategic exposure to AI hardware. Look-
ing ahead, we expect opportunities to broaden beyond tech-
nology as USD weakness resumes and industrial commodity 
demand strengthens. This quarter, we trimmed South Korea 
while remaining overweight, upgraded Brazil to neutral, and 
downgraded the UAE to underweight.

The MSCI Emerging Markets (EM) Index has outperformed the All 
Country World Index (ACWI) year-to-date. Much of this strength 
has been driven by the EM technology sector, particularly semi-
conductor stocks that dominate the South Korea and Taiwan eq-
uity indices. The rapid appreciation in the tech-heavy South Ko-
rea and Taiwan indices (see Chart 1) is naturally raising questions 
about whether AI-related valuations have become excessive and, 
more specifically, whether earnings growth for these historically 
cyclical companies can remain sustainable. 

We think some investor scepticism is healthy, and we are cogni-
sant of the higher volatility and risks associated with these mar-
kets at the current juncture. We have therefore tempered some 
of our bullish expectations for EM semiconductor stocks. Howev-
er, our current assessment is that the trend remains favourable 
into 2027, and investors should continue to maintain strategic 
exposure. Asian export data have accelerated this year and have 
historically been a reliable leading indicator for earnings growth 
(see Chart 2). The recent improvement in global PMI data also 
supports maintaining pro-cyclical exposure. Furthermore, indus-
try reports continue to point to a memory undersupply extending 
into next year and potentially beyond. 

While our EM view remains optimistic and has largely been driv-
en by AI hardware over the past year, we expect future returns to 
broaden across other sectors. In particular, EM commodity expo-
sure could see a re-rating if AI infrastructure investment contin-
ues to support industrial commodity prices and the USD resumes 
last year’s downtrend. Chart 3 highlights the underperformance 
of EM (excluding South Korea and Taiwan) relative to US equities 
over the past 15 years, which has coincided with dollar strength. 
The USD appears to have peaked in 2025 and has traded mixed 
this year - USD TWI (JPMQUSD Index) is up +1.7% and EM Cur-
rency Index (vs USD, FXJPEMCS Index) is flat at +0.1%. We expect 
USD weakness to resume towards year-end if inflation continues 
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to moderate (see Chart 4) and Fed rate hikes are fully priced out. 
Over the longer term, the USD remains expensive on a real broad 
effective exchange rate (REER) basis relative to its historical aver-
age (see Chart 5). 

Chart 6 highlights evidence of a potential new commodity upcy-
cle. Beyond simple trend extrapolation, we expect AI data centres 
and investment in new energy infrastructure to support industri-
al commodity demand. Citi commodity research estimates that 
around 20% of end-use copper consumption is now driven by data 
centres and the energy transition, with these sectors accounting 
for virtually all recent demand growth. Traditional cyclical drivers 
have contributed little in recent years, largely due to persistent 
weakness in the Chinese property market. This has also contrib-
uted to subdued mining capex, which is likely to leave industrial 
metals such as copper undersupplied as AI- and energy transi-
tion-related demand continues to expand. Against this backdrop, 
LatAm equities are beginning to present attractive value should 
commodity prices continue to trend higher (see Chart 7).

 
EM Country Allocation

 Chg -2 -1 0 +1 +2

Asia

  Taiwan -
  South Korea ↓
  China† -
  Malaysia -
  Indonesia -
  Philippines -
  Thailand -
  Vietnam -
  India -
Latin America

  Brazil ↑
  Mexico -
Europe, Middle East and Africa

  Turkey -
  Poland -
  Saudi Arabia -
  South Africa -
  UAE ↓

Note: Up/down arrows indicate a positive/negative change in our asset allocation compared 
to the previous quarterly outlook. A dash indicates no change. The table shows the major 
Emerging Markets. 
†Allocation is overweight China (via OW A-shares and N offshore stocks).

Source: CLIM
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Market Strategy: 
Looking beyond recent volatility, we believe the outlook for EM 
semiconductor stocks remains positive and continue to favour 
exposure to AI hardware via Taiwan and South Korea. However, 
non-technology sectors could become increasingly attractive 
if USD weakness resumes and commodity strength becomes a 
more prominent theme. This quarter, we make the following ad-
justments:

•	 Trim South Korea but remain overweight. South Korean 
equities, along with global technology stocks more broadly, 
have recently experienced some weakness. Higher volatili-
ty is a near-term headwind, and the easiest gains may now 
be behind us. However, we view the recent pullback as prof-
it-taking within a longer-term uptrend supported by robust 
demand for inference and memory chips. 

•	 Upgrade Brazil to neutral. Broad commodity strength fa-
vours LatAm equities, given the region’s sector composition 
and relative geopolitical insulation from current global con-
flicts. Brazil, as the region’s largest equity market, is well po-
sitioned to benefit from any recovery. However, we continue 
to favour other LatAm markets and prefer a neutral alloca-
tion to Brazil ahead of the uncertain October presidential 
election.

•	 Downgrade the UAE to underweight. We have previously fa-
voured the UAE and continue to see an attractive long-term 
outlook. However, the recent US-Iran conflict may have set 
in motion a cyclical downturn (see Chart 8). While most 
countries recorded an uptick in June PMI business surveys, 
the UAE’s data have continued to deteriorate. Residential 
property prices are showing signs of peaking, while weaker 
foreign inflows are likely to lead to downward revisions to 
population growth and property demand. Tourism may also 
be affected by the recent conflict, particularly if geopolitical 
tensions re-escalate, according to our geopolitical frame-
work.

.
Justin Kariya** 
July 9th, 2026
**The document includes contributions from Yasemin Engin.

Chart 1: MSCI EM Q2 2026 Performance (USD Total Return)

 
 
 
 
 

Chart 2: South Korea Exports and EM EPS Growth (yoy)

Source: Bloomberg

Source: Bloomberg
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Chart 3: US Equity Performance vs. EM (ex. KR & TW) and the US Dollar 

Source: Bloomberg

Chart 4: Brent Crude Price and 2y US CPI Swap Rate

Chart 5: US Real Broad Effective Exchange Rate (REER)

Chart 6: Long-term Commodity Price Trend

Chart 7: Commodity Prices and LatAm Equities

Chart 8: UAE PMI and MSCI UAE (USD Index, TR yoy)

Source: Bloomberg

Source: Bloomberg

Source: AQR 1877-1969, GSCI Price Index 1970-present. 12ma of 10y annualised change

Source: Bloomberg

Source: Bloomberg
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Taiwan
OW 

*US$ total return relative to MSCI EM.
Source: Bloomberg

South Korea
OW 

*US$ total return relative to MSCI EM.
Source: Bloomberg

China
OW (OW A-shares and N offshore stocks)

*Required Deposit Reserve Ratio for Major Banks. 
**US$ total return relative to MSCI EM.
Source: Bloomberg

•	 The ongoing AI-related capex buildout remains a clear tailwind 
for Taiwan’s exports. We expect earnings growth to remain 
strong over the coming years, given Taiwan’s dominant position 
in advanced semiconductor manufacturing and its competitive 
moat.

•	 The index is highly sensitive to AI hardware demand. We expect 
US hyperscaler capex spending to remain supportive over the 
coming year, while new sources of advanced semiconductor 
demand continue to emerge, including robotics, defence, and 
autonomous vehicles. 

•	 While we expect earnings growth to drive further outperfor-
mance, geopolitical risks continue to cap long-term multiple ex-
pansion. Our current assessment is that China will avoid a costly 
confrontation with the US over the foreseeable future and in-
stead seek to influence Taiwanese domestic politics in its favour.

•	 The earnings outlook remains strong, driven by demand for 
memory chips used in AI-related applications. Industry reports 
suggest the ongoing supply shortage will persist into 2027 and 
potentially well beyond.

•	 The strength of key memory chip manufacturers has raised con-
cerns about concentration risk. The outlook for these large firms 
will likely continue to drive index volatility over the foreseeable 
future. However, we see growth opportunities across the broad-
er MSCI South Korea Index.

•	 The index also offers exposure to emerging technologies such as 
robotics, autonomous vehicles, and battery technology. In addi-
tion, the Value-Up programme continues to evolve.

•	 Chinese equities have faced several headwinds in recent years, 
including slowing growth, a property downturn, weak domestic 
consumption, deflation, and geopolitical risks. Some of these 
challenges are likely to persist and continue to weigh on the MSCI 
China Index.

•	 However, we continue to favour exposure to the onshore A-shares 
market. Additional policy measures to support growth and con-
sumption remain a possibility. Households continue to hold sub-
stantial excess savings, while any sign of stabilisation in the hous-
ing market, following four years of contraction, would represent 
a meaningful positive catalyst. We currently view US–China re-
lations as improving, while the A-share market’s high domestic 
ownership makes it less vulnerable to geopolitical shocks. We also 
expect A-share technology companies to continue benefiting 
from demand for AI hardware. 

•	 China’s AI models, while slightly less advanced than the leading 
US models, appear to be more cost-effective for many global us-
ers. Any evidence that Chinese large-cap internet companies are 
successfully monetising their AI models would represent a mean-
ingful positive for the earnings outlook.

Asia

3Y history

GDP, % yoy 14.6 Q1

PMI, index 55.2 Jun

CPI, % yoy 2.6 Jun

Policy rate, % 2.00 Jun

BIS NEER, index 102.62 May

MSCI Taiwan* 24.8% Q2

EPS, % yoy 26.3 Jun

12M Forward P/E 22.0 Jun

Latest

3Y history

GDP, % yoy 3.8 Q1

PMI, index 52.1 Jun

CPI, % yoy 3.2 Jun

Policy rate, % 2.50 Jun

BIS NEER, index 83.69 May

MSCI South 
Korea* 63.5% Q2

EPS, % yoy 77.5 Jun

12M Forward P/E 7.2 Jun

Latest

3Y history

GDP, % yoy 5.0 Q1

PMI, index 50.3 Jun

CPI, % yoy 1.2 May

Policy rate, %* 9.00 Jun

BIS NEER, index 111.83 May

MSCI China** -30.7% Q2

EPS, % yoy -3.1 Jun

12M Forward P/E 10.1 Jun

Latest
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India
N

*US$ total return relative to MSCI EM
Source: Bloomberg

Malaysia
N 

*US$ total return relative to MSCI EM.
Source: Bloomberg

Indonesia
N

*US$ total return relative to MSCI EM.
Source: Bloomberg

•	 Our long-term outlook for India remains constructive. Strong 
economic and corporate earnings growth are expected to con-
tinue, supported by a relatively stable government, ongoing 
structural reforms, favourable demographics, and trade diversi-
fication away from China.

•	 However, our current allocation is more cautious despite this 
long-term optimism. AI remains the dominant thematic driver 
in markets, and other major EMs provide more direct exposure 
to this theme. 

•	 Valuations have also been a headwind, with the Indian market 
trading at an elevated P/E multiple in recent years. The market 
has since de-rated to more reasonable levels, justifying a neutral 
allocation. However, it continues to trade at a premium to the 
EM benchmark on a forward P/E basis.

•	 Growing data centre construction and an established down-
stream semiconductor sector (assembly, testing and packaging) 
provide exposure to the AI theme, albeit valuations are not as 
attractive as those of other leading semiconductor markets. Pro-
jections suggest steady earnings growth this year and next.

•	 Malaysia’s role as a net energy exporter means that it is less 
vulnerable to energy price shocks emanating from the Middle 
East than its ASEAN peers. While a generous subsidy scheme 
also protects consumers from higher petrol prices, the scheme 
comes at a fiscal cost.

•	 A general election, which is not due until early 2028, could be 
called earlier given the fragility of the governing coalition, intro-
ducing political uncertainty and placing further strain on fiscal 
balances through pre-election giveaways.

•	 Indonesia’s potential to benefit from the energy transition, giv-
en its ample reserves of metals critical to electrification (nickel, 
bauxite, copper), has been overshadowed by ongoing gover-
nance concerns. Under Prabowo’s leadership, risks to central 
bank independence and fiscal discipline have grown, leading to 
bouts of public unrest and a deterioration in investor sentiment. 

•	 Against this backdrop, a much-awaited MSCI decision in No-
vember on Indonesia’s EM status is likely to be a key driver of 
market direction.  

•	 Following a market sell-off and a depreciating rupiah, valuations 
for MSCI Indonesia appear very cheap. We think the valuation 
discount is justified by the underlying risks.

3Y history

GDP, % yoy 7.8 Q1

PMI, index 54.2 Jun

CPI, % yoy 3.9 May

Policy rate, % 5.25 Jun

BIS NEER, index 80.39 May

MSCI India* -14.0% Q2

EPS, % yoy 8.0 Jun

12M Forward P/E 19.8 Jun

Latest

3Y history

GDP, % yoy 5.4 Q1

PMI, index 50.7 Jun

CPI, % yoy 2.0 May

Policy rate, % 2.75 Jul

BIS NEER, index 112.56 May

MSCI Malaysia* -25.8% Q2

EPS, % yoy 21.7 Jun

12M Forward P/E 13.6 Jun

Latest

3Y history

GDP, % yoy 5.6 Q1

PMI, index 46.9 Jun

CPI, % yoy 3.3 Jun

Policy rate, % 5.75 Jun

BIS NEER, index 87.36 May

MSCI Indonesia* -50.3% Q2

EPS, % yoy -26.1 Jun

12M Forward P/E 8.4 Jun

Latest
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Philippines
UW 

*US$ total return relative to MSCI EM.
Source: Bloomberg

Thailand
UW 

*US$ total return relative to MSCI EM.
Source: Bloomberg

Vietnam
OW

*US$ total return relative to MSCI EM.
Source: Bloomberg

•	 The demand backdrop for the Philippines is weak, with infra-
structure spending falling sharply in response to a corruption 
scandal, jeopardising President Marcos’ “Build Better More” 
programme. Additionally, remittance flows have softened, as 
the Gulf region is a significant source of remittances. 

•	 The Philippines’ large current account deficit leaves the peso 
vulnerable to swings in investor sentiment and movements in US 
bond yields. The stock market is also sensitive to capital flows 
given its relatively low market turnover. A more hawkish Fed 
therefore presents a significant risk to Philippine equities. 

•	 Reflecting this softer backdrop, earnings projections for this 
year are weak. The recent re-rating in valuations does not ap-
pear warranted, particularly given the market’s limited exposure 
to key investment themes.

•	 Economic activity in Thailand remains subdued, with tradition-
al growth drivers such as tourism still below their pre-pandem-
ic trend. Monetary and fiscal policy remain accommodative to 
support growth, although the scope for further fiscal easing is 
limited by public debt approaching the legal ceiling. 

•	 There have been a few positive developments recently. Political 
stability following February’s general election should support 
business confidence and help pave the way for reforms. Mean-
while, Thailand’s exposure to the AI theme has increased follow-
ing a rally in a power systems provider serving AI data centres. 
Information Technology now accounts for around a quarter of 
the MSCI Thailand Index.

•	 However, valuations have re-rated to reflect recent optimism, 
while earnings forecasts have not been revised higher. We think 
other markets offer more attractive exposure to the AI theme 
without the economic risks associated with Thailand.

•	 We maintain a positive view on Vietnam, as the structural drivers 
of the market remain intact. The market is undergoing a period 
of structural reform, with the government supporting the pri-
vate sector as a driver of growth while improving government 
efficiency. In addition, public infrastructure investment is in-
creasing. 

•	 These reforms, alongside the country’s educated labour force 
and favourable geopolitical position, should help Vietnam ben-
efit from friend-shoring. Politically, President To Lam’s consoli-
dation of power lends credibility to the government’s ambitious 
reform agenda.

•	 US tariff risks remain. However, the ruling against the use of the 
IEEPA suggests that future tariffs may be applied more broadly, 
placing Vietnam on a more level playing field with other mar-
kets. Vietnam’s stock market earnings growth projections re-
main constructive.

3Y history

GDP, % yoy 2.8 Q1

PMI, index 50.9 Jun

CPI, % yoy 6.4 Jun

Policy rate, % 4.75 Jun

BIS NEER, index 87.62 May

MSCI Philippines* -19.5% Q2

EPS, % yoy 11.4 Jun

12M Forward P/E 10.0 Jun

Latest

3Y history

GDP, % yoy 2.8 Q1

PMI, index 53.6 Jun

CPI, % yoy 2.4 Jun

Policy rate, % 1.00 Jun

BIS NEER, index 105.18 May

MSCI Thailand* -15.6% Q2

EPS, % yoy 13.2 Jun

12M Forward P/E 18.2 Jun

Latest

3Y history

GDP, % yoy 8.4 Q2

PMI, index 51.8 Jun

CPI, % yoy 4.7 Jun

Policy rate, % 4.50 Jun

Bbg NEER, index 94.45 Jun

MSCI Vietnam* -7.4% Q2

EPS, % yoy 37.5 Jun

12M Forward P/E 15.1 Jun

Latest



3Y history

GDP, % yoy 3.5 Q1

PMI, index 46.1 Jun

CPI, % yoy 2.5 Jun

Policy rate, % 3.75 Jun

BIS NEER, index 112.75 May

MSCI Poland* -15.0% Q2

EPS, % yoy 7.2 Jun

12M Forward P/E 10.4 Jun

Latest

Poland
UW

*US$ total return relative to MSCI EM.
Source: Bloomberg
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Brazil
N (↑)

*US$ total return relative to MSCI EM.
Source: Bloomberg

Mexico
OW 

*US$ total return relative to MSCI EM.
Source: Bloomberg

•	 The macro backdrop remains challenging over the long run. 
Debt metrics have deteriorated, and there is limited political 
appetite for fiscal austerity or productivity-enhancing structural 
reforms. High nominal GDP growth and currency weakness ap-
pear to be the path of least resistance.

•	 However, Brazil can continue to attract speculative inflows over 
a tactical horizon despite its macro vulnerabilities. The market 
tends to perform more favourably when commodities trend 
higher and the USD weakens. We believe these two drivers are 
beginning to align and therefore favour LatAm equities more 
broadly. 

•	 We upgrade our allocation to neutral ahead of the presidential 
election in October, which may cause some market volatility. 
Should a right-wing candidate defeat Lula, the market could ral-
ly from its currently depressed P/E multiple. 

•	 Friend-shoring is set to support the Mexican stock market de-
spite signs of weak domestic activity. The move to conduct an-
nual reviews of the USMCA is likely to introduce some uncer-
tainty, but the agreement remains in force and Mexico is still 
in a more favourable position than other EMs, given its close 
trade ties and geographical proximity to the US. Additionally, a 
resilient US economy provides positive spillovers through remit-
tances and exports. 

•	 Our constructive view on commodities also favours Mexico. 
While generally focused on lower value-added manufacturing, 
Mexico supplies hardware and materials used in US data centre 
construction. The presence of large mining companies means 
that Materials account for nearly a third of the MSCI index. 

•	 There is scope for upward revisions to earnings once there is 
greater clarity around the USMCA as negotiations continue. 

•	 The macro backdrop does not appear supportive for Polish eq-
uities. The EU Recovery and Resilience Facility, which has been 
a driver of investment, is set to conclude at the end of the year, 
with fund absorption still relatively low. Meanwhile, indicators 
suggest softening economic activity, with eurozone weakness 
acting as a drag on growth. 

•	 The fiscal picture is challenging, with the budget deficit expect-
ed to remain wide. Appetite for broad-based fiscal consolida-
tion is limited ahead of the 2027 parliamentary elections, while 
scheduled tax hikes remain concentrated on the banking sector. 
Financials account for nearly 50% of the MSCI Poland Index. 

•	 Earnings forecasts and share prices have moved higher in tan-
dem, yet valuations continue to appear expensive relative to EM 
on a five-year basis.

Europe, Middle East and Africa

Latin America

3Y history

GDP, % yoy 1.8 Q1

PMI, index 50.8 Jun

CPI, % yoy 4.7 May

Policy rate, % 14.25 Jun

BIS NEER, index 116.36 May

MSCI Brazil* -32.3% Q2

EPS, % yoy 22.5 Jun

12M Forward P/E 8.1 Jun

Latest

3Y history

GDP, % yoy 0.2 Q1

PMI, index 51.3 Jun

CPI, % yoy 3.9 May

Policy rate, % 6.50 Jun

BIS NEER, index 127.22 May

MSCI Mexico* -21.1% Q2

EPS, % yoy 21.5 Jun

12M Forward P/E 12.9 Jun

Latest



8

Saudi Arabia
UW

*US$ total return relative to MSCI EM.
Source: Bloomberg

South Africa 
UW 

*US$ total return relative to MSCI EM.
Source: Bloomberg

United Arab Emirates
UW (↓)

* Annual series. 
**US$ total return relative to MSCI EM.
Source: Bloomberg

•	 The conflict in the Gulf came at a time when concerns about 
the feasibility of Saudi Arabia’s diversification programme were 
growing. The truce between the US and Iran, while already prov-
ing fragile, should provide the Kingdom, and notably its coffers, 
some breathing space as oil flows resume through the Strait of 
Hormuz. However, much-needed fiscal consolidation has been 
pushed back by the conflict. As such, the budget is set to remain 
under pressure, particularly if oil prices trend lower.

•	 The stock market has held up relatively well, with high domes-
tic ownership likely putting a floor under prices. Conversely, the 
lower-beta market tends to underperform in periods of broad 
EM strength. 

•	 Over the longer term, the conflict calls into question the re-
gion’s stability and security, which is likely to weigh on investor 
sentiment. Additionally, our view that US dollar weakness will re-
sume represents a headwind for Saudi equities given the riyal’s 
peg to the US dollar.

•	 The near-term economic outlook has improved. The prospect 
of lower oil prices is a positive for a large importer such as South 
Africa, while improving global growth has historically supported 
high-beta equity markets like South Africa.

•	 Despite these short-term tailwinds, we think the lack of progress 
on the ambitious reform agenda and political risk ahead of the 
November local government elections will weigh on the mar-
ket. While loadshedding no longer appears to be an issue, con-
straints on ports and freight remain. Productivity gains are need-
ed to stabilise South Africa’s rising public debt-to-GDP ratio. 

•	 The MSCI South Africa Index has de-rated following the conflict 
and softer precious metals prices. We think the upside for pre-
cious metals prices is limited in the near-term, removing a key 
support for South African equities. 

•	 The outlook for UAE equities has deteriorated despite tentative 
signs of de-escalation in the regional conflict. One positive is 
that oil output is likely to increase, particularly as the UAE is no 
longer constrained by OPEC production limits following its de-
parture from the group. 

•	 However, higher oil output is likely to be offset by the hit to 
sectors such as tourism and real estate. The latter accounts for 
around 20% of the MSCI index, and indicators suggest that the 
real estate market might be past its peak. 

•	 The MSCI UAE Index has higher foreign ownership than Saudi 
Arabia and is therefore more vulnerable to capital outflows, with 
the recent conflict likely to have a bearing on the market’s per-
ceived safe-haven status. As a result, we downgrade our alloca-
tion to underweight.   

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.

3Y history

GDP, % yoy 3.0 Q1

PMI, index 53.3 Jun

CPI, % yoy 1.8 May

Policy rate, % 4.25 Jun

BIS NEER, index 104.90 May

MSCI Saudi 
Arabia* -28.0% Q2

EPS, % yoy 19.8 Jun

12M Forward P/E 13.2 Jun

Latest

3Y history

GDP, % yoy 1.9 Q1

PMI, index 50.5 Jun

CPI, % yoy 4.5 May

Policy rate, % 7.00 Jun

BIS NEER, index 104.09 May

MSCI South 
Africa* -25.9% Q2

EPS, % yoy 35.8 Jun

12M Forward P/E 8.3 Jun

Latest

3Y history

GDP*, % yoy 5.8 2025

PMI, index 50.8 Jun

CPI, % yoy 2.0 Dec

Policy rate, % 3.65 Jun

BIS NEER, index 108.27 May

MSCI United Arab 
Emirates** -15.4% Q2

EPS, % yoy -5.3 Jun

12M Forward P/E 9.0 Jun

Latest
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antee its accuracy. No information or opinions herein constitutes a 
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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 predictions as of the date of this 
document which could change without notice and actual events 
or results may differ.
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Past performance is not a guide to future results. The value of an 
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