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Executive Summary

Despite strong recent performance, and a supportive environment in the form of a weaker US Dollar (USD), lower volatility, and
relatively stable 10-year treasury yields, Emerging Market (EM) equities remain significantly under-owned. As of May 31, 2021, the
MSCI ACWI+FM benchmark has a 14.4% allocation to EM. Global equity investors, on the other hand, still carry only 4.8% exposure.
This underweight positioning combined with discounted valuations, higher growth rates, and higher dividends provides an interesting opportunity for a catch-up. Now we need a catalyst.
If we look at the past 18 months, global economies have
provided a valuable blueprint for market re-ratings. First, we
saw North Asian economies outperform. China, South Korea,
and Taiwan’s ability to lockdown and contain COVID-19 rates
allowed their economies to normalize quicker than others,
leading to market outperformance through 2020. With the
advent of a successful vaccine and abundant supply, the US
followed with its own equity re-rating. Now, we see opportunities in the rest of the world. With vaccine supply increasing and
contagion and death rates decreasing, we see significant
reopening opportunities across the rest of EM. The timing of
EM’s rebound looks especially interesting, as prospects for
reopening could coincide with higher taxes and increased
regulation coming out of the US, signaling a rare window for
a capital shift.

We believe the combination of the aforementioned factors could
lead asset allocators to geographically diversify their portfolios
and fill their underweight positions in EM. We understand that
volatility will likely return, and unexpected headwinds will arise.
Therefore, we must remain prepared to build larger positions
in our high conviction companies when prices dislocate from
fundamentals. We continue to focus on finding dynamic
companies with quality management teams and unique
business models that can offer sustainable returns well above
their cost of capital.

EM Underweight in Global Portfolios
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Key Events & Trends
The COVID-19 Recovery Story
In terms of economic recoveries, it seems that North Asia, the
US and Europe have received the lion’s share of attention. Over
53% of the US population has received at least one vaccine
dose,1 and we already see significant effects in the form of
employment, activity, and demand. Though North Asian
vaccination rates looked low through the first half of the year,
China is now vaccinating 20 million people a day.2 In addition,
China, Taiwan, and South Korea’s contagion rates have
generally remained subdued. These countries saw waves of
reopening months ahead of the US. That leaves us with the rest
of EM and precarious situations like Brazil and India looking for
a turnaround.
Though contagion and death rate numbers look challenging,
Brazil and India are moving in the right direction. In Brazil, 27%
of the population has already received a dose of the vaccine,
and in India that number is close to 16%.3 The pandemic curve
in Brazil showed positive signs in the past month, with a
downward trend for new cases and deaths. At the same time,
the pace of vaccination distribution continues to advance,
currently at around 2 million per day. In India COVID-19 case
rates are slowing, and earlier infected regions have seen relief.
Close to 80% of India’s population over 45 years old has
received at least one shot, which is significant given that an
estimated 88% of COVID-19 fatalities have been in this age
group. Additionally, we expect vaccination production in India to
increase through the second half of the year. More vaccinations
should lead to re-openings and improving economic activity. If
China’s 2020 recovery and the US’s 2021 bounce serve as a
blueprint, then the second half of 2021 should bode well for
these two countries amongst others. Greece, for example, has
successfully distributed COVID-19 vaccinations to over 40%4 of
its population and should benefit from a significant rebound in
tourism throughout this summer. As tourism represents ~20% of
Greece’s economy, this may signal strong prospects for a GDP
rebound. The United Arab Emirates (UAE) and Saudi Arabia are
two other crucial beneficiaries of tourism, representing over 12%
and 10% of GDP, respectively. Roughly 40% of the UAE
population is fully vaccinated,5 making it an attractive destination
as global travel begins to reopen. On May 17th, the Saudi

As of June 17 2021, Our World in Data.
As of June 9 2021, Our World in Data.
3
As of June 17 2021, Our World in Data.
4
Ibid.
5
Ibid.
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government lifted all restrictions for vaccinated travelers. With the
production of its own vaccine and as a key beneficiary of higher
oil prices, Russia is another attractive market in today’s investment environment. Mexico, could also run, as the country should
benefit from its diversification of vaccine suppliers (Mexico has 8
vaccines approved) and vaccine donations from the US’s supply
surplus. We see strong prospects for all of these countries in the
second half of 2021, specifically in areas such as banks, brick &
mortar retailers, hospitals, and the many facets of tourism
(transportation, hospitality, retail, and financials).

Valuation and Style in Emerging Markets
Recent headlines have heralded a shift in style from “growth” to
“value” investing across global equity markets. While it is simple
and intuitively appealing to think about the market in “growth” or
“value” paradigms, we believe that such categorizations does
not paint an accurate picture of the investment landscape. As
the world looked beyond the initial COVID-19 driven global
shutdown, we began to see a “low quality bounce” as asset
heavy/low-return businesses benefitted from expectations for
returning demand, which — given their high fixed costs and
operating leverage — translated into quick margin expansion.
This bounce helped broad indices, as they benefitted from the
surge in commodity prices, state-owned enterprises (SOEs),
and chip producers. The shift has been quick and powerful, but
we believe it will be temporary, as these business models do not
have significant room for continued margin expansion after
demand normalizes. We believe the second half of 2021 will see
the market focus less on style classification and more on
fundamentals. In general, growth creates value when the
business model boasts a difference between its economic
returns and its cost of capital. The larger the spread, the more
sensitive to changes in expected growth rates. Investors should
soon return to balancing valuation multiples with the prospects
for both earnings growth and reinvestment rates. For a longterm investor, finding a company that can continue showing
higher incremental returns should follow in a virtuous cycle of
improvement in its earnings base, cash flows, and leverage
ratios over time, resulting in ongoing value creation.

2021 MID-YEAR OUTLOOK

Compared to DM, EM investment profiles look remarkably
attractive. The asset class offers higher expected growth,
similar ROEs, higher dividend yields, and significant valuation
discounts. At the same time, we believe that with long-term
structural improvements, EM cost of equity should decrease,
while DM faces challenges, such as the stability of the USD
and the sustainability of the Euro Zone.
EM vs DM Valuation and Return Metrics
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EM Equities have historically gained roughly 4% for every 1%
downwards move of the USD. This correlation is due to both i)
the inverse relationship between the USD and commodity
prices, and ii) EM countries and the companies within them
historically funding their growth prospects with USD debt.
Prospects of a weaker USD could signal healthier balance
sheets, lower interest expenses, and higher earnings revisions
— all positives for EM equities.
A Reversal of the US Dollar Should Support EM Equities
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The Long Term Consumer Tailwind
Looking back at everything from “trade wars” to regulation to
COVID-19, EM has and will continue to see periods of temporary
headline-driven volatility. That said, the asset class still benefits
from a powerful structural tailwind as EM countries move away
from low return, asset-heavy business models to innovative,
highly profitable, domestic, demand-driven structures. EM
remains in the nascent stage of a powerful structural change
that could lead to significant domestic growth for many years to
come. This fundamental opportunity parallels US growth seen in
the second half of the 20th century from the 77 million “Baby
Boomers” born between 1946 and 1964.6 By 2025, EM is
expected to boast 3.2 billion middle class consumers7 with
rapidly adjusting spending habits and standards of living. Rising
income patterns not only drive higher consumption, but they
also create higher-paying service-led jobs, which could further
expand the middle-class and lead to a self-fulfilling cycle. The
rising number of middle class consumers in EM will transform
the global economic landscape for decades. Looking into the
second half of this year, we will continue to position our portfolios ahead of this shift. When we find periods of volatility, as we
have seen in recent months, we look to take advantage of price
dislocations to build larger positions in these unique structural
opportunities at more attractive valuations.
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Headwinds and Tailwinds Across the Emerging Markets
Headwinds

Tailwinds

• New variants of COVID-19 leading to further lockdowns
• An inflation led spike in US treasury yields
• Escalating tension between the US, China, and/or Russia

• A weaker US dollar
• Synchronized global growth
• A “lower for longer” FOMC policy
• Stable commodity prices

Asia ex-Japan
General Overview
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Emerging Asia entered 2021 with positive recovery momentum.
Still, it experienced a pullback at the start of the year due to the
market rotation into value stocks and negative news flow, which
was more significant than usual for growth stocks. However,
Economic data in the first half of 2021 continued to surprise on
the upside, with many countries in Asia showing PMIs in
expansionary territory. A large part of this was pent-up demand
coupled with the work-from-home economy, which has
consumers wanting bigger homes, upgrading consumer
durables, and purchasing IT equipment. New COVID-19 variants
in parts of Asia disrupted the reopening; however, pro-active
governments and vigorous vaccination campaigns mitigated
some of the negative impacts. Central bank policies in Asia
remain accommodative and aimed to keep liquidity plentiful,
which we see as a strong tailwind for the remainder of 2021.

Source: MSCI IBES, BofA Global, May 2021.
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Overall, we see bright prospects in Asia via leading companies
that focus on domestic consumption in China, attractive
valuations behind a powerful structural story in India, the
continued cyclical recovery in South Korea, and supply chain
growth in the ASEAN region. We believe that leading companies
in Emerging Asia have tactically used the last 12 to 18 months to
deepen their moats and enhance their competitiveness. The
same should be visible in coming quarters with the normalization of global economies..
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China

China has begun its 14th 5-year plan this year, which utilizes the
country’s dual circulation strategy and China Urbanization 2.0 as
key measures to stabilize growth, reduce overseas dependence
and boost productivity for the next decade. The National
People’s Congress meeting in March guided an expectation for
domestic consumption to contribute more meaningfully to the
overall economic growth from 2021 onwards. Additionally, the
transition of the Chinese economy from a manufacturing-led
growth model to a consumer services-led growth model is
widely expected to continue to create secular growth investing
opportunities. In 2020, the service industries accounted for
more than half of China’s GDP, rising to 54.5%, up from 44.1% a
decade ago.8
Growth rates in China are likely to moderate because of its
sheer size and the law of diminishing returns. However, the
market offers a vast range of investment opportunities in
technology platforms and consumption proxies like travel,
restaurants and sportswear. All these themes play on rising
incomes, more expensive tastes, and a move towards health
and wellness.
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At the end of last year China pledged to reach carbon neutrality
by 2060. Currently, China accounts for over 25% of global
greenhouse gas emissions, roughly 3 times the EU and 2 times
the US. For China to reach net zero, China will need to lower its
share of fossil fuels to 25% by 2050 from the current 85%. With
solar achieving grid parity and a focus on carbon emissions
reduction, we also see attractive renewable plays, such as solar
in China.
Segmenting Chinese Consumers by Age Group
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The Chinese stock market has paused in recent weeks as it
digests a flurry of regulations; however, underlying fundamentals
in terms of job and wage growth and the health of the consumer
remain relatively resilient. Though a dampener in the near term,
we believe these regulations will lead to healthy development of
the sector from a medium-term perspective. We are encouraged by the government’s message focusing on innovation and
consumer growth. The government understands that the
internet sector serves as a critical source of modernization and
growth for the economy. Additionally, new regulation could
reduce irrational competition and ultimately lead to more
opportunities for stock pickers.

Manufacturing vs Services (as a percentage of China’s GDP)

19

By tackling the COVID-19 spread on a war footing, China has
been one of the fist and few economies to approach economic
normalization. The country’s prudent use of fiscal support has
helped ensure dry gunpowder should the situation sour again.
Chinese leadership has utilized a backdrop of strong global
growth and its effective handling of COVID-19 domestically to
address much needed regulation for internet monopolies and
control balance sheet leverage for real estate companies and
local governments.

2021 MID-YEAR OUTLOOK

Northeast Asia

India

Both South Korea and Taiwan handled the COVID-19 crisis well
through large-scale testing and implementing strict social
distancing measures. Being among the first-in and first-out of
COVID-19, both countries benefitted early on from the reopening trade. However, South Korean equities continue to look
attractive for the year on the back of improving trade and global
growth outlooks.

India appears well-positioned for economic recovery. The Indian
economy bounced back strongly post reopening in November
2020, on the back of pent-up demand for real estate, consumer
durables and services. The government’s budget in February
2021 was also reasonably progressive, with higher spending on
healthcare and infrastructure, notably water and sanitation
projects. The budget announcement eased market concerns
over tax hikes with no major change in taxes. The positive
recovery was cut short in March when a second more potent
wave of COVID-19 cases emerged and there were new lockdowns. Despite the resurgence of COVID-19, Indian markets
have remained supported by strong quarterly earnings, a visible
vaccine ramp up, and long-term earnings potential.

Domestically, the South Korean government proposed an extra
budget worth USD 6.7 billion, including support for small
businesses and job seekers. We anticipate a continued cyclical
recovery into 2021 in South Korea. The country’s improved
shareholder focus has yet to be rewarded in valuations, notably
as earnings continue to exceed conservative consensus. We
continue to like structural stories in internet platforms that are
gaining significant traction as they deepen their engagement
with the masses.
In Taiwan, we maintain an underweight due to relatively expensive
valuations and flattish earnings revisions. That said, we anticipate
a ramp-up in 5G adoption in 2021, which could provide a tailwind
for country leaders in the semiconductor industry.

The COVID-19 situation in India is slowly coming under control,
and with a significant ramp-up in vaccination in coming months,
we believe that another surge is unlikely. On the policy front, the
government continued to roll out Product Linked Incentives (PLIs)
for new sectors to attract investments in the economy. India
received USD 64 billion in Foreign Direct Investment (FDI) in
2020, the fifth-largest recipient of inflows in the world, according
to the UN’s World Investment Report 2021. Strong domestic
liquidity, robust FDI and the absence of previous cycle excesses
means that the economy should recover strongly post reopening. Earnings revisions have been relatively strong on the back of
pent-up demand and aggressive cost-cutting by corporates. Our
India exposure mixes consumer-focused financials, staples, and
discretionary across foods, personal products, and jewelry
retailing. We also like infrastructure and are finding an attractive
multi-year story in housing proxies like cement and paints.

Improved Ranking on Doing Business in India
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The Association of Southeast Asian Nations (ASEAN)

Though MSCI classifies Vietnam as a frontier market, we believe
the country shows some of the same promises as its EM
neighbors. We believe that Vietnam is the stand-out market
within the ASEAN region. Vietnam boasts favorable demographics, a skilled labor force, and an attractive investment destination for manufacturing, all of which make an attractive
investment story.

The ASEAN region has shown divergent performance, economies like Vietnam and Singapore handled COVID-19 better than
the rest, while the delay in opening up borders negatively
impacted tourism-dependent countries like Thailand and the
Philippines. Overall, the ASEAN region has lagged in market
performance for the year as new waves of COVID-19 arose.
However, the economic impact from new COVID-19 waves in
recent months has been smaller than the first wave in 2020 as
the adaptability of businesses and consumers has improved
while the government approaches became more optimized.

Vietnam’s economic data also signaled a solid start to 2021
with the technology sector leading growth in overall exports.
Outside Vietnam, we like Indonesia where we see the opportunity for earnings growth off strong demographics and improving
credit penetration.
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Vietnam boasts favorable demographics, a skilled labor force, and an attractive investment
destination for manufacturing, all of which make an attractive investment story.
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Latin America and EEMEA
General Overview
Latin America and EEMEA (Emerging Europe, the Middle East,
and Africa), broadly speaking, are positioned for a strong
second half of 2021. First, these countries represent the next
region set to benefit from COVID-19 vaccination. As we have
seen in other parts of the world, this can serve as a powerful
catalyst. Second, these regions boast several economies
levered to commodity prices. We see higher commodity prices
taking 12-18 months to seep into the real economy, so the first
half surge in energy and materials created a strong backdrop for
the near and medium-term. Last, low interest rates have
deepened local capital markets in these countries, improving
liquidity and allowing more companies to come to market — all
positive for active stock pickers. Combining the above with the
lowest multiples and highest dividend yields in EM sets an
attractive backdrop for EM outside of Asia. In the following
sections, we highlight encouraging signals from key countries
within these regions. We believe our actively managed portfolios
can continue to generate alpha via rigorous due diligence and
stock selection, and by aiming to avoid the various macro
headwinds we foresee in certain countries.
In our view, Brazil, Mexico, Russia, and Greece present the
most attractive investment opportunities through the second
half of 2021. All four countries are coming from a historically low
base and should be able to take advantage of “low hanging
fruit” as the global economy normalizes and both services and
commodities see incremental demand. On the negative side, we
see political and structural challenges in South Africa, Argentina,
Chile, Turkey, and Peru, limiting our ability to build conviction in
bottom-up opportunities.
Overall, we believe that the combination of a low base for
earnings, attractive valuations, and high growth rates create
strong prospects for select companies in both Latin America
and EEMEA.

9
10

Latin America
As a region, Latin America stands at a crossroads. In one
sense, it should benefit more than any other region from a
COVID-19 recovery, stronger commodity prices, a weaker USD,
and growing demand from the US and China. On the other
hand, the region faces significant political uncertainty. Over the
past decade, Latin American politics have shifted from left-leaning economic leadership (with Lula and Dilma in Brazil, Kirchner
in Argentina, and Bachelet in Chile) to fiscally orthodox (Bolsonaro in Brazil, Macri in Argentina, Piñera in Chile, Kuczynki in
Peru, and Duque in Colombia). It seems, now, that the pendulum has gained momentum to the left again (in Argentina,
Mexico, Chile, and Peru), leaving significant uncertainties across
the region. Though Brazil’s short-term prospects appear bright,
a divisive 2022 Presidential election remains around the corner,
which could create headwinds and uncertainty. In Mexico, the
market will likely benefit from the strong US recovery but will
remain exposed to radical policies from the ruling party.
Argentina has returned to Kirchnerism (left-wing populism) and
must find a way to rebuild credibility with the International
Monetary Fund (IMF) and international investors. Chile, Colombia, and Peru should benefit from higher commodity prices, but
all three countries face social unrest, political uncertainty, and
potential changes to their respective constitutions. Overall, we
believe that Latin America presents a dynamic investment
landscape where active management, a focus on quality, and
sound risk management are paramount.

Brazil
We maintain an overweight position in Brazil as continued
market-moving news has created an attractive landscape for
stock picking. Brazil experienced some of the world’s worst
COVID-19 contagion and death rates, but the country now
appears to be turning the corner. In Brazil, over 27% of the
population has already received a dose of the vaccine.9 For the
over 60 population, that figure is now close to 90%.10 We see a
downward trend of new cases and deaths and believe there are
significant opportunities in brick & mortar retailers, hospital
companies, banks, and idiosyncratic technology stories. We
are also encouraged to see improved economic policies lobbied
by Economy Minister Paulo Guedes provide the country a
blueprint for long-term sustainability with a strong focus on
future privatizations, trade liberalization, and further tax reform.
The government recently declared independence for the Central
Bank. The institution has prudently begun raising interest
rates after a multi-year period of cuts (falling 12.25 percentage
points), which has led to support for the Brazilian Real (BRL).

As of June 17 2021, Our World in Data.
As of June 11 2021, Health Ministry, regional health secretaries, Itaú.
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Notably, Brazilian corporates have de-levered to 1.8x Net Debt/
EBITDA, making higher rates less of a headwind than in
previous cycles. Though we see opportunity for continued
positive earnings revisions, we are cautious of increasing
political rhetoric towards the second half of this year. Brazilian
politicians will begin campaigning for the 2022 Presidential
Election, where former President Lula has already declared his
intention to run.
Net Debt-to-EBITDA Ratio of the Ibovespa
Brazilian companies have deleveraged significantly over the
past years
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Mexico
After lagging the market in 2020 on skepticism of the country’s
COVID-19 pandemic policy response, Mexico now boasts bright
prospects for GDP growth based on the combination of a global
reflation trade, prudent fiscal policy, and strong linkages to the
US economy. These tailwinds have driven initial expectations of
2% GDP growth for 2020 in the beginning of the year up to 5%
today. We are also encouraged by healthy prospects for the
country’s current account balance, which should remain
supported by solid demand as US growth continues to
rebound. On the political side, we just witnessed midterm
elections (3,000 offices including 500 seats of the Lower House
of Congress, 15 of 32 Governorships, and 30 of 32 state
assemblies), which led to the left-leaning MORENA party losing
the qualified majority in the Lower House. These election results
were a market positive outcome, as it creates headwinds for
President Lopez Obrador (AMLO) to pass much-feared fiscally

JP Morgan LatAm Research, May 2020.
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unorthodox proposals in the second half of his term. The combination of political gridlock, strong US GDP growth, stable
energy prices, and a wave of COVID-19 vaccinations, present a
powerful backdrop for Mexican equities.

Andean Region (Colombia, Peru, Chile, and Argentina)
Argentina suffered a 9.9% GDP contraction in 2020 and a
recent rise in COVID-19 cases may delay the rebound in
economic output. Politically speaking, President Fernandez has
maintained a path of Perronism/Kirschnerism, most likely under
the influence of his current Vice President, former President
Cristina Kirchner. The government has abandoned most fiscal
controls and other orthodox economic policies instituted by the
Macri administration. This has put pressure on the Peso and led
to consensus inflation expectations near 50% for 2021. Argentina’s dealings with the IMF have also been volatile, which is
especially significant as Argentina has a USD 2.9 billion payment
due to the IMF early next year. In the short term, lockdowns, low
vaccination rates and high inflation present a risk to economic
growth. The longer-term outlook depends on the government’s
willingness to implement fiscal controls and gain back trust from
the international investor community.
After President Castillo’s recent victory, Peru faces an uncertain
outlook. On the positive side, Peru’s Central Bank has effectively
stimulated the economy through rate cuts and expansive
monetary policy. The stimulus, low public debt and high
commodity prices provide the economy with solid fundamentals
that could act as tailwinds as Peru emerges from the pandemic.
That said, President Castillo’s campaign rhetoric focused on a
constitutional overhaul with an emphasis on growing the
government’s influence on the economy. Although, this is a story
that has ended poorly across Latin America for many generations, we remain cautious on the country’s second half outlook.
The S&P Global Ratings, a US credit rating agency, recently
downgraded Colombia’s sovereign debt to BB+, causing the
country to lose its investment grade status. The current administration’s withdrawal of a controversial tax bill meant to reverse
the deterioration of public finances prompted the downgrade.
The government is now committed to taking a longer-term
approach to reducing its fiscal deficit, which is estimated at
8.6% of GDP. We see the 46%11 rise in oil prices this year as a
potential catalyst for Colombia’s recovery. However, mass
protests and civil unrest have recently lowered oil production,
potentially slowing down economic growth. Despite the
countries lagging vaccine rollout, the government still targets
reaching herd immunity by the end of the year.

2021 MID-YEAR OUTLOOK
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■ Colombian Equities (LHS)

■ Oil Princes (WTI – RHS)

Source: Bloomberg, as of June 17, 2021. Colombian Equities=MXCO Index; Oil- West Texas
Intermediate (WTI). RHS= Right Hand Side; LHS= Left Hand Side.

In Chile, as in many countries in Latin America, politics continue
to stand in the way of growth. Chilean GDP fell 5% in 2020 due
to COVID-19 disruptions. However, a fast COVID-19 vaccine
rollout, strong commodity prices, effective government stimulus,
and low interest rates provided a positive backdrop for a quick
economic recovery during the first quarter of this year. The
COVID-19 vaccination effort is well on its way and the government expects to hit herd immunity, by fully vaccinating 80% of
its population, by the end of the summer. That said, it is difficult
to build conviction in Chile, as the medium and longer-term
political outlook appears increasingly uncertain. In Mid-May,
Chile saw an unexpected outcome from its constitutional
election, with the fiscally orthodox coalition not achieving
enough votes to exert veto power in the forthcoming redraft of
the constitution. On the other hand, the radical left coalition was
also short of votes. Ultimately, independent candidates and
lesser-known parties received the majority of seats, which is a
significant blow for traditional parties and the current government. As a result, we believe that the risks of instituting a new
constitution with significant changes from the current economic
model have risen. This could signal the end to the prudent
“Chicago Boys” era of Chilean economic and fiscal policy.
Overall, the political landscape ahead of November’s Presidential election now appears extremely uncertain.

12

General Overview
EEMEA looks well-positioned moving into the second half of
2021 due to a combination of cyclical exposure, support from
EU funding, and recoveries in tourism and travel as vaccination
rates in the region accelerate. With oil’s 46% year-to-date
recovery as of June 17th, 2021, countries like Russia, Saudi
Arabia, and the UAE should see improvements to respective
trade balances, fiscal positions, currency dynamics, and equity
markets. Greece also continues to be a bright spot given the
expected disbursements from the EU recovery fund, a recovery
in tourism, and improved credit quality within their financial
system. Hungary, Poland, and the Czech Republic are finally
opening up from pandemic lockdowns and could see tailwinds
from a broader EU recovery, but inflationary risk remains. South
Africa is benefiting from higher commodity prices, but like
Turkey, it faces long-term structural challenges.

Russia
We maintain an overweight position in Russia based on outstanding companies at attractive valuations, economic stability,
and an improving political outlook. From a big picture perspective, the US government continues to propose increasing
stimulus, leading to a weaker USD, which is pro-cyclical and
positive for Russian assets. From a valuation perspective, we see
Russian equities trading at 1.2x book value,10.7x earnings and
with a dividend yield of 4.9%.12 From an economic perspective,
Russia should finish 2021 with a real GDP growth rate above 3%,
unemployment close to 5%, a current account surplus, and a
neutral fiscal balance. Combine that with mid-single-digit inflation
and this is one of the most attractive economic landscapes in
EM. In addition, Russian companies are focused on improving
capital allocation. Corporates have spent the last few years
moving toward conservative balance sheet models with average
debt-to-equity levels now below 20%. As low leverage inflates
the weighted average cost of capital (WACC), we believe that
corporates could dramatically increase dividend payouts to
shareholders. Not only will this be attractive for investors looking
for cash flow in a global low-interest rate environment, but it
could also reduce WACC levels and increase valuation targets.
From a political perspective, we have been encouraged by the
targeted sanctions from the US on Russia. We believe that
President Biden has shown that broad punishments do not carry
as much negotiating power as targeted moves against individuals. Targeted actions from the new administration have lightened
the overhang of broad economic sanctions against Russia and
allowed investors to focus on fundamentals again.

As of June 17, 2021, MSCI Russia Index, Bloomberg.
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Ibid.

Emerging Market Experts

80

60

40

20
■ European Exchanges
■ Athens

21

20

20

19

20

18

20

17

20

16

20

15

20

14

20

13

20

12

0
20

The Middle East and Northern Africa should benefit from the
combination of supportive energy prices, a rebound in tourism,
and supportive interest rates. The robust recovery in the Saudi
Arabian economy has been fueled by the 46% rise in oil prices
seen in 2021. Increasing demand for oil and compliance from
other OPEC+ countries could be a short-term catalyst for Saudi
Arabia and the region more broadly. We also see increased
Saudi employment, economic diversification, and other structural reforms as potential positive long-term growth trends. The
UAE will also benefit from higher energy prices and a return to
tourism, as almost 40% of the population is already fully
vaccinated.13 The anticipated resurgence of the tourism industry,
especially in Dubai, presents a potential catalyst for further
economic growth in the UAE.

%
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Other EEMEA Countries

Market Cap/GDP: Greece vs European Peers

20

We remain cautious on Turkey due to the country’s continued
political and macroeconomic uncertainty. Although the market
welcomed the +2% rate hike to 19% in March, front-loading their
response to stubbornly high inflation rates, President Erdogan
replaced the Central Bank Chief Naci Agbal within days of the
decision. This change reinforced investor concerns regarding
the government’s involvement with the central bank and the
President’s view that lower interest rates can actually fight
inflation. This news led to more volatility of the Turkish Lira (TRY),
exasperating issues related to declining reserves and a widening
current account deficit. Furthermore, tourism, which historically
represented 4-5% of GDP, remains uncertain this year given
continued travel restrictions from key countries such as Russia. At
the same time, relations with Western Europe have deteriorated
due to escalations over oil exploration in the Mediterranean.

10

Turkey

20

In South Africa, despite positive headlines, we have seen little tangible progress from Cyril Ramaphosa’s ANC party to stamp out
corruption, implement reforms, and address the systemic issues
that limit growth potential. However, in the short-term, South
Africa benefits from a combination of high commodity prices and
tighter fiscal policy, which eases the outlook for the second half of
2021. We do not expect many changes from the ANC’s midterm
conference later this year. Still, we do note that the market could
rally if Secretary General Ace Magashule, who faces corruption
charges, is dismissed from the national executive committee
(NEC) and the government introduces a proper reform agenda
ahead of the national elective conference in 2022.

Greece could represent one of the strongest EM stories of the
second half of the year. Greece faced a deep recession in 2020,
with GDP dropping 8%. That said, this figure was relatively strong
compared to other countries in Southern Europe, and showed
relative resilience for the once fragile country. Tourism makes up
~20% of the Greek economy, so COVID-19 containment represents an important variable. Over 40% of Greek citizens have
already received at least one dose of a COVID-19 vaccine,14 an
encouraging start for the forthcoming tourist season. In addition,
Greece has positioned itself as a key beneficiary of the EU’s
infrastructure and recovery funds, which could represent up to
17% of GDP. In terms of politics, the New Democracy government seems to understand financial markets and they have done
well navigating the EU stimulus programs, improving Greece’s
economic position while driving stimulus into the country.

20

South Africa

Source: Athens Stock Exchange, FESE, WOOD Research, 2021.

Performance of the CE3 (Poland, Czech Republic, and Hungary)
will depend on demand recovering in Western Europe and the
disbursement of EU recovery funds in the second half of the
year. In Poland, we continue to watch the Swiss Franc mortgage
saga for financials (~37% of the MSCI Poland Index as of May
31, 2021), although the story is well-flagged to the market. The
dovish central bank is likely to keep rates on hold despite
growing inflationary pressures. Hungary, which already has
nearly 50% of its population inoculated with at least one
vaccination shot, stands to benefit from a recovery in tourism,
which typically represents ~9% of GDP, and disbursements
from the EU recovery fund starting in the fourth quarter of this
year. The Czech Republic has finally made progress containing
the pandemic, but we only see a measured growth recovery for
the second half of 2021 as restrictions are gradually lifted.

Rahul Chadha
Chief Investment Officer
Mirae Asset Global Investments (Hong Kong)

W. Malcolm Dorson
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Mirae Asset Global Investments (USA)

DEFINITIONS
Association of Southeast Asia Nations (ASEAN) is the organization of countries in Southeast Asia set up to promote cultural, economic and political development in the region.
Basis Point (bp) is a unit that is equal to 1/100th of 1% and is used to denote the change in the value or rate of a financial instrument.
Cost of Capital represents the return a company needs in order to take on a capital project, such as purchasing new equipment or constructing a new building.
Cost of Equity is the return a company requires to decide if an investment meets capital return requirements. It represents the compensation the market demands in exchange for owning
the asset and bearing the risk of ownership.
Current Account Balance of payments is a record of a country’s international transactions with the rest of the world.
Current Account Deficit (CAD) is when a country imports more goods, services, and capital than it exports.
EBITDA or earnings before interest, taxes, depreciation, and amortization, is a measure of a company’s overall financial performance
Fiscal Deficit is a shortfall in a government’s income compared with its spending.
Gross Domestic Product (GDP) is the monetary value of all the finished goods and services produced within a country’s borders in a specific time period.
Growth investing is an investment strategy that involves finding stocks that are expected to grow at above-average rates compared to the broader market.
Ibovespa Index is the benchmark index of about 70 Brazilian stocks, accounting for the majority of trading and market capitalization in the Brazilian stock market. It is weighted measurement index. You cannot invest directly into an index.
Law of Diminishing Returns a principle stating that profits or benefits gained from something will represent a proportionally smaller gain as more money or energy is invested in it.
MSCI Emerging Markets (EM) Index captures large and mid cap representation across 24 EM countries in Eastern Europe. With 837 constituents, the index covers approximately 85% of
the free float-adjusted market capitalization in each country. You cannot invest directly into an index.
Net Debt-to-EBITDA Ratio is a debt ratio that shows how many years it would take for a company to pay back its debt if net debt and EBITDA are held constant.
OPEC+ is an alliance between the Organization of the Petroleum Exporting Countries (OPEC) and non-OPEC producers to rebalance the oil market.
Price-to-book (P/B) ratio is the ratio used to compare a stock’s market value to its book value.
Price/earnings (P/E) ratio is the ratio for valuing a company that measures its current share price relative to its per-share earnings.
Purchasing power parity (PPP) is a popular metric used by macroeconomic analysts that compares different countries’ currencies through a “basket of goods” approach.
Return on Equity (ROE) is a measure of profitability that calculates how many dollars of profit a company generates with each dollar of shareholders’ equity.
Spread refers to the difference between two prices, rates or yields.
State-owned Enterprise (SOE) is an entity formed by the government for the purpose of engaging in commercial activities.
Value is the monetary, material, or assessed worth of an asset, good, or service.
Value investing is an investment strategy that involves picking stocks that appear to be trading for less than their intrinsic or book value.
Weighted average cost of capital (WACC) is a calculation of a firm’s cost of capital in which each category of capital is proportionately weighted
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The views and information discussed in this brochure are subject to change and may not reflect the current views of the writer(s). The views expressed represent an assessment of market
conditions at a specific point in time, are opinions only and should not be relied upon as investment advice regarding a particular investment or markets in general. Such information does
not constitute a recommendation to buy or sell specific securities or investment vehicles. It should not be assumed that any investment will be profitable or will equal the performance of
the portfolios or any securities or any sectors mentioned herein. The subject matter contained herein has been derived from several sources believed to be reliable and accurate at the time
of compilation.
Past performance is no guarantee of future results.
Market Turbulence Resulting from Covid-19 — The outbreak of Covid-19 has nega- tively affected the worldwide economy, individual countries, individual companies and the market in
general. The future impact of Covid-19 is currently unknown, and it may exacerbate other risks that apply to the Fund. Investment Risk — There can be no guarantee that any investment
strategy (risk management or otherwise) will be successful. All investing involves risk, including the potential of loss of principal. Emerging Markets Risk — The risks of foreign investments are typically greater in less developed countries, which are sometimes referred to as emerging markets. For example, legal, political and economic structures in these countries may
be changing rapidly, which can cause instability and greater risk of loss. These countries are also more likely to experience higher levels of inflation, deflation or currency devaluation, which
could hurt their economies and securities markets. For these and other reasons, investments in emerging markets are often considered speculative. Similarly, investors are also subject to
foreign securities risks including, but not limited to, the fact that foreign investments may be subject to different and in some circumstances less stringent regulatory and disclosure standards than US investments.
An investor should consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. This and other important information about the
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