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“Since the beginning of 2021, the strong dollar has
been a significant headwind for EM performance”

020202

From hope to hesitation 
Over the past decade, emerging markets (EM) have experienced mixed fortunes, as strong early performance 
was followed by more recent lacklustre returns1. The strong US market and dollar as well as the weak Chinese 
economy impacted returns. The next decade may see EM stock markets return to their former glory. 

In this paper, we will put into context the recent difficult period and explore the key reasons why we believe one should 
continue allocating to EM equities.

Recent challenges  

There are two key areas which have challenged EM performance from 2010 – 2023:

1.  It has been a one-way bet in the US. The US dollar strength has led to the strong outperformance of US stocks over EM 
across the last 13 years. Over the medium and long-term, US stocks have had significantly higher correlation with the US 
dollar than EM stocks do.2

2.  Although in the past there have been times when EM has overcome dollar strength, since the beginning of 2021, the 
strong dollar has been a significant headwind for EM performance.

Inverse correlation between EM performance and the US dollar over 23 years
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As we are approaching the end of the interest rate cycle in 2024 and with indications of rate cuts in the near future, 
there are some important implications for EM. 

1Source: Morningstar: MSCI EM NR USD, MSCI EAFE NR USD, MSCI USA NR USD: 31 December 2000 – 31 December 2023.

2Source: FactSet as at April 2024.



“The recent underperformance of China
has dragged down EM returns”

“Since the beginning of 2021, the strong dollar has
been a significant headwind for EM performance”
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The second significant challenge for EM investors has been the recent material underperformance of China, which 
represents a quarter of the asset class and is a significant driver of its returns.3

FROM CHINA

The recent underperformance of China has dragged down asset class returns. 

There are three key worries about China:

• Economic slowdown – driven by weakness in the real estate market 

• Geopolitical tensions – particularly the relationship with the US

• Policy – the direction of domestic policy with regards to the private sector, Covid, and economic stimulus

Hesitation on these three factors has meant that China has seen a material valuation derating in the past few years.  
We think China presents a counter consensus valuation opportunity.

China's underperformance has impacted EM returns over last five years

MSCI China MSCI EM ex China
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Source: MSCI, returns show in US dollars for 30 June 2019 to 30 June 2024.

3China represents 25.1% of the MSCI Emerging Markets Index. Source: MSCI, 30 April 2024.



“Despite the headwinds facing EM recently,
the landscape is now positively shifting”

04

It is important to remember that the EM market is not the same as ten years ago, or even the decade before that. Since 
the significant outperformance of the early 2000s4, the shape of the asset class has changed. Information technology is 
the largest sector allocation in the asset class and commodities no longer dominate5. Consumer-focused industries, 
represented by consumer discretionary stocks also represent a meaningful component of the index as we have seen 
tremendous growth in per-capita incomes in all of the major EM economies. Finally, we have seen the impact of the digital 
era as billions of consumers have been able to access new consumption opportunities within e-commerce, gaming, and 
digital finance. 

Despite the headwinds facing EM recently, in our view, the landscape is now positively shifting and this Emerging Markets: 
An Evolving Landscape paper will explore the key drivers with the potential to dictate the future of the asset class.

AN EVOLVING
LANDSCAPE

Past performance is not a guide to future returns. There is no assurance that any projection or forecast will be realised.
4Source: Morningstar: MSCI EM NR USD, MSCI EAFE NR USD, MSCI USA NR USD: 31 December 2000 – 31 December 2023.

5Source: Factset as at 21 May 2024.
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Core inflation
has stabilised

US dollar is expected to
weaken following rate cuts

Policymakers have signalled
that rates have peaked

The US backdrop is increasingly favourable for EM investors 
As can be seen in the chart below the Consumer Price Index (CPI) continues to fall. This signals the stabilisation of inflation 
levels. The high rates environment which was merited to manage inflation will no longer be needed, so we anticipate yields* 
to follow the same trend as inflation and decrease.  

Source: FactSet as at 31 May 2024.

*Yield refers to how much income an investment generates, separate from the principal.

US HEADWINDS ARE EXPECTED TO EASE
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The peaking of US interest rates and the anticipation of rate cuts from the Federal Reserve6 (and other developed 
nations) have the potential to turn the tide for investors’ style preference and in their developed vs. emerging market 
allocation. Rate stabilisation and decreases in 2024 could also provide a boost if it leads to a weaker US dollar. Once the 
US establishes its first rate cut, we expect that other global policymakers will respond, including many in EM.



“Rate stabilisation and decreases
in 2024 could also provide a boost
if it leads to a weaker US dollar”

Broadly speaking, policy rates should become more accommodative in EM. In addition, EM economies have been more 
disciplined in the post-Covid era with superior monetary and fiscal discipline. From a big picture perspective, most 
significant emerging economies are expected to have some form of policy rate cut. We highlight those of major 
economies in the chart below. Of the largest index countries, eight are expected to cut rates over the next two years: 
China, India, Indonesia, Korea, Taiwan, Brazil, Mexico and South Africa. These countries alone account for around 85% of 
the index and with the addition of the Middle East this increases to over 90% of the index.7 A lower rates environment 
should stimulate domestic spending and boost EM economies, which would be positive for equity markets.

Source: FactSet. Consensus projected rate change over two years (2023-2025), as of January 16, 2024.
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6Financial Times, https://www.ft.com/content/862f14fd-da31-4e38-8404-e70904a8fd4b

7Source: FactSet, May 2024.
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“We believe that this more favourable US backdrop
will be a crucial way for EM to break through to the

next phase of its evolving journey”

“Rate stabilisation and decreases
in 2024 could also provide a boost
if it leads to a weaker US dollar”

With the Federal Reserve fund target rate expected to fall over the next few years, we believe this will add to US dollar 
headwinds. Macroeconomic factors such as a surging federal debt levels and increasing fiscal deficits may add to US dollar 
weakness as well as the potential shift of allocation from US dollar assets to non-US dollar assets. Besides the overweight 
that allocators have to US equities, there are many other asset classes (such as Private Equity and Private Credit) which are 
largely dominated by US-domiciled firms and as such are predominantly US dollar-driven.

However, EM equities can also benefit from a strong US dollar environment. For export-dominated EM economies such as 
China, Korea, and Taiwan, a weak local currency is a net beneficiary to export economies (makes exports more 
competitively positioned). From a company perspective, there is also positive operational gearing. For example, for 
semiconductor companies in Korea and Taiwan, they often have local operations with local currencies and sell products to 
US clients in US dollars. This means that even in a weakening local currency environment, these companies and countries 
could see positive terms of trade and positive operating levers.

We think that a weakening dollar can support EM performance, given the widely-held belief that they are negatively 
correlated by market participants. We anticipate that this will remove a further headwind which EM economies have faced 
in recent years. 

As we witness the beginning of an easing cycle, we expect that monetary policy in the US and in EM 
will be more accommodative of EM equities. The weaker US dollar, rate cuts and stable inflationary 
environment should also be more supportive of quality growth companies – the types of 
characteristics that we look for. Those companies with high returns on capital, strong balance sheets, 
and market leadership will be able to shine again. We believe that the baton will pass from value to 
quality growth in the next phase of inflation and interest-rate stabilisation. 

07GLOBAL EMERGING MARKETS: AN EVOLVING LANDSCAPE



The changing shape of China 
The disconnect between share prices and fundamentals has created a significant investment opportunity.

In 2023, the MSCI China index was down 11%, while MSCI EM ex. China Index was up 20% – a performance gap of over 
30%. From the end of 2018 to the end of 2023, this performance gap had increased to over 50%.8  

This recent underperformance of China versus other EM countries has dragged down asset class returns, causing some 
investors to question their overall allocation to it. There are three primary concerns relating to the performance of 
Chinese equity markets: 

1) The domestic economy and the real estate market in particular

2) Geopolitics (especially China-US relations)

3) Finally, the direction of domestic policy as it relates to the private sector 

8Source: FactSet, as at 31 May 2024.

REASONS FOR OPTIMISM IN CHINA

Chinese companies are
delivering on fundamentals

Government will support
the real estate market

US-China relations
are improvingare improvinggg
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“But we think China presents a counter
consensus valuation opportunity”

But we think China presents a counter consensus valuation opportunity. An analysis of the Price/Earnings (P/E) multiple 
yields interesting results, especially in the context of the strength which we have seen in US markets and can be 
illustrated in the chart below. China is trading on 9.4x – less than half of the multiple of the US at 21.3x. Put into the 
context of a ten-year history, we see that, compared to the US market, China has more valuation upside to its average 
and maximum P/E, with less downside to its minimum P/E. 

Source: FactSet, as of 30 June 2024.
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“We have already begun to see
some green shoots in 2024”
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Chinese companies are delivering on fundamentals 
At Martin Currie, we use bottom-up, fundamental analysis to identify what we believe to be the best opportunities in EM 
equities. By examining all our Chinese equity holdings, it is clear that despite the broader valuation derating in the Chinese 
market, there are many companies which continue to deliver operationally. The table below shows this at a stock level – the 
projected earnings growth for 2024 for each stock, alongside current P/E in the context of its five-year average (range and 
mean). For all our strategy’s Chinese holdings, the P/E sits within the range seen in the past five years and every stock is 
near or at its five year low. 

Strategy portfolio holdings P/E and earnings

5 Yr Historical Mulitple Range
from 31 May 2019 to 31 May 2024

Low Range High

12.7x

7.2x

4.4x

9.6x

2.2x

3.5x

4.8x

11.4x

22.9x

6.9x

21.1x

5.7x

12.5x

22.0x

36.1x

29.7x

13.0x

24.1x

22.0x

10.9x

22.1x

127.7x

71.6x

47.9x

68.5x

29.7x

47.6x

75.9x

Current

2024 Projected Earnings Growth

Tencent +25%

Alibaba -8%

China Merchants Bank +4%

AIA +60%

Meituan* +47%

Ping An Insurance +37%

Minth Group +20%

CATL +10%

Shenzhen Inovance +15%

JD.com +7%

Proya +27%

Xinyi Solar +25%

Shanghai Fosun Pharma +32%

Shenzhen Mindray +20%

Current P/E
as at 31 May 2024

5 year average
from 31 May 2019

to 31 May 2024

16.2 22.5

9.1 16.5

5.8 8.0

11.9 17.2

4.3 8.0

5.7 6.9

6.6 12.1

17.0 48.0

23.9 37.5

9.5 27.0

27.0 44.8

7.7 15.8

16.0 21.4

23.9 41.3

We have already begun to see some green shoots in 2024 as the market began to reward operational delivery in the 
Chinese market. During the first quarter results season, companies meeting or beating consensus estimates saw a positive 
market response, which is not something we saw consistently across 2023 when companies derated regardless of the 
nature of their results. Although this has not been consistent in 2024 so far, we are optimistic that this is the start of a more 
rational period in which markets return to fundamentals rather than sentiment alone.

Source: Bloomberg and FactSet, 31 May 2024. *Meituan shows the P/B multiple instead of P/E due to data availability.



“We have already begun to see
some green shoots in 2024”

Government intervention will support the real estate market 
The recent weakness in the Chinese real estate market has become apparent due to years of unsustainable growth. This 
has had a domino effect in terms of sentiment across all other industries. However, as evidenced below, the main sectors of 
the Chinese economy outside of real estate have actually grown between 2018 – 2024 as illustrated by the chart below, 
despite the shorter-term weakness during the 2020 pandemic. 

The worry is that the real estate sector is going to cause the broader Chinese economy to spiral out of control because it is 
such a key part of the Chinese market, an influencing factor in the market’s derating. 

But we think this is unrealistic.  

We believe that the government will act to stabilise the real estate market, a key step which should also improve consumer 
confidence. In doing so, it will unlock a positive virtuous cycle on the Chinese economy. This is the single biggest thing that 
the Chinese government can do. We have already seen a steady flow of policy support and we expect it to intensify, given 
that a lot of the excess has already been taken out of the real estate sector. 

US-China relations are improving 
We believe we are heading towards a more stable relationship between the US and China – a sufficiently positive step for 
the market. A crucial example of this improvement was in November 2023 when Chinese president Xi Jinping stated that 
the “earth is big enough for both our countries to succeed” following a meeting with President Joe Biden.9 This positive 
signal is not unique and we expect that it signals a calmer period of geopolitics, which should be supportive of equity 
markets.

Source: Macquarie as of 31 May 2024. China Customs, WIND, Macquarie Macro Strategy. December 2020=100, 12 months rolling sum. 

FAI = Fixed Asset Indicator, an economic indicator
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9Source: Sky News as at 16 November 2023, https://news.sky.com/story/biden-xi-talks-chinas-president-says-earth-is-big-enough-for-both-our-countries-to-succeed-13009244
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“There are several indicators that
suggest a positive outlook for investors”

Domestic policy increasingly supportive of private sector  
China’s policymakers are increasingly signalling that private firms are needed in China and economic growth remains a 
priority. China knows that private firms are needed to achieve their economic desires. The electric vehicle battery sector is 
an example where the government has provided subsidies, tax breaks and buyer incentives to promote investment, growth 
and export success of private sector companies. This has helped China become a world-leading producer and consumer of 
both EV batteries and battery-powered cars.10  

While the private sector is poised for government-encouraged growth, investors are very negatively positioned. A structural 
underweight to Chinese equities is one of the most consensus trades in global equities, as shown below.  Across all main 
allocator buckets, investors are on average three to four percent underweight China. Simply moving towards a neutral 
position in China would represent billions of dollars of inflows into Chinese equities. This creates significant upside potential.

(%
)

Positon of active long-only managers in China/Hong Kong
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(5)

(2)

(1)

1

0

2

US Managers
Global Equity Funds Asia ex Japan Equity Funds EM Equity Funds

Non-US Managers US Managers Non-US Managers US Managers Non-US Managers

AuM: US$732bn AuM: US$239bn AuM: US$72bn AuM: US$109bn AuM: US$175bn AuM: US$120bn

October 22 December 22 March 23 June 23 September 23 November 23

Source: Morgan Stanley as at 5 December 2023. Position of Active Long-Only Managers in China/HK.

Despite the challenges presented by the Chinese market, there are several indicators that suggest a 
positive outlook for investors. The government’s anticipated stabilisation of the real estate market, 
the decrease in geopolitical tensions with the US, and the return of an equity market driven by 
fundamentals rather than flows, all of which should help to reduce uncertainty and raise confidence 
in China. This may then encourage global allocators to shift towards a more neutral or even 
overweight position in China. In our opinion, these factors will increase positive sentiment towards 
China and, by extension, the EM asset class. 

10Source: Statista and EV-Volumes, May 2023. Reuters,  
https://www.reuters.com/business/autos-transportation/china-announces-extension-purchase-tax-break-nevs-until-2027-2023-06-21/
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“There are several indicators that
suggest a positive outlook for investors”

The fastest growing
major economy11

Historic high returns,
consistent earnings growth12

Major constituent
in MSCI EM

stest growing

return
earnings 2

India’s role in EM has significantly increased in recent years
India’s programme of structural reform is now enabling it to reach its potential. It has more than doubled its weight in the EM 
Index in just six years – from 8% to 20%13.  Strong economic growth delivered in a period where global growth has been 
challenging has enabled the country to attract investors and power its market cap ascendancy. With tremendous growth in 
Gross Domestic Product (GDP) per capita as well – India has been able to deliver in-tandem stock market returns.

INDIA HAS THE POTENTIAL TO DRIVE EM FORWARD

11Source: Factset as at 2 August 2024.

12Source: BBC News as at 1 March 2024. 

13Source: MSCI and FactSet, as of 30 June 2024.
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“India’s earnings growth in the past five
years has surpassed that of the US by 76%.”

Indian companies have delivered 
Between 31 December 2019 and 31 December 2023, India outperformed EM by 72% and the US by 22%. It achieved this by 
delivering strong earnings growth. 

Source: FactSet. Data shown is between 31 December 2019 to 31 December 2023. 
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India’s earnings growth in the past five years has surpassed that of the US by 76%, as shown by the chart below. This has 
supported its index outperformance. Consensus estimates point towards a continuation of this trend in higher earnings 
growth – with the three year compound annual growth rate (CAGR) for India approximately 30% higher for India than the 
US14. We believe India’s strong earnings growth and will drive the outperformance of EM.
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Source: FactSet, as at 27 June 2024. Past five years measured from 31 December 2018 to 31 December 2023, using reported earnings. Next three years measured using con-
sensus estimates for the period 31 December 2023 to 31 December 2026. There can be no assurance that estimates will be realised.

14Source: FactSet, as at 27 June 2024. Growth over multiple years calculated using the compound annual growth rate (CAGR).

14



Indian reforms provide structural support 
What are some of the reforms being implemented in India?

Demonetisation and GST

The Indian government has decreased the notes in issue in India which effectively forced people to declare their cash 
(by banking it), driving a formalisation of the economy. On top of this, they introduced GST – a Goods and Services Tax – 
whose implications were that companies providing goods and services were incentivised to be more transparent in 
declaring their chain (of sales and purchases) to minimise the amount of tax they are required to pay. For example, a retailer 
would be liable to pay GST on the incremental difference between the item’s sold price and the price they paid their 
supplier. Without declaring both sides, they’d be liable for the whole amount. 

These two reforms have driven a broader move towards the formal sector, where historically much of India’s market has 
been informal. Risks inherent in the informal market are the existence of local sellers with less professional business 
practices – less tax paying, customer due diligence. The reforms are broad-based but one area which has particularly 
benefitted is the jewellery market, which has historically been roughly two-thirds in the informal market. Further reforms in 
this market specifically, include the requirement of identification for purchases over a certain threshold (i.e. increased 
customer due diligence), and the introduction of hallmarking*. By channelling consumers towards the formal market, these 
reforms provide companies already operating in this segment with a huge structural opportunity. The bigger the historic 
tendency to the informal market, the bigger the potential opportunity.

Digitisation

One crucial area of structural change in India is digitisation. One of the most impactful changes in the past 15 years is the 
introduction of Aadhaar, a biometric identification system. This was launched in 2009 and has over 1.38 billion registered 
card holders – roughly 97% of the population15. Although it is not mandatory, it has several benefits, such as its use as proof 
of residence. We think the key area of opportunity born out of this is for India’s banking sector. A core requirement for 
opening a bank account is proof of residence – Aadhaar increases financial inclusion by giving people the means to open 
an account, essential for many jobs, businesses, or state benefits. Since introducing Aadhaar, the percentage of the 
population with bank accounts has increased from 35% in 2011 to 78% in 202116. 

Related to this is the increase in digital payments. As the world becomes increasingly digitised, companies and people need 
to be able to transact digitally too. Obviously, one needs a bank account to do this. The government regularly publishes 
data on the number of digital payments in India and there is a clear upward trend, as shown below. In March 2024, the 
volume of digital payments made in India has more than doubled to almost 1 billion, compared to ~400 million five years 
earlier. With the Indian market becoming increasingly formalised and companies operating in India with a global footprint, 
we think this trend creates significant opportunity for investors, especially for the financial and fintech industry.
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*Hallmarking is a centuries-old practice that certifies the metal purity of precious metals 

15Source: Unique Identification Authority of India (UDAI), as of 29 September 2023, and Statista and IMF, April 2024.

16Source: World Bank, June 2024. Account ownership at a financial institution or mobile-money service provider as a percentage of the population aged 15 and above. Data 
published every three years.
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Infrastructure investment 

India has implemented a huge infrastructure development project, building roads, affordable housing, airports, and metro 
systems. These projects have made travel within India significantly more accessible and have also helped to broadly 
increase standards of living. This higher accessibility and improved living standards have several implications: increased 
jobs, more efficient commutes, increased leisure travel (internal and international tourism), and more. 

The opportunity for investors is both specific and broad-based. Any increased investment in these areas has the potential 
to significantly boost productivity in India – the level of which is typically quite low, so any incremental increase can have a 
large impact on the economy as a whole. Furthermore, infrastructure and related sectors stand to benefit from government 
investment and projects in motion. This includes, for example, cement, which not only is used in many large infrastructure 
projects but also, surprisingly, has a meaningful retail market in India. 
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“We believe that India has the potential
to drive returns in EM over the next decade”

But what does all this mean for equity markets? India is early in its journey of significant reforms 
which have created a structural growth opportunity for investors. The country has already 
demonstrated the positive impact of this through its increased relevance in the EM asset class. 
Although the structural reforms have been supportive, it is the companies themselves which have 
delivered on earnings and are expected to continue delivering in the years to come. 

We believe that India has the potential to drive returns in EM over the next decade as the structural 
growth opportunities come to fruition and companies rise to the challenges presented to them. We 
believe India's time has come.
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Technology has grown to be the dominant sector in EM 
Technology represents almost a quarter of the MSCI EM Index. It has almost doubled in size in since 2010 due to its 
positive performance and has been the best performing sector over the long term.17 This is reflective of the broader change 
in the shape of the asset class over the past 15 years. EM are no longer dominated by commodities and cyclicals – the asset 
class has global technology leaders that offer innovative products and services, as well as domestic companies which are 
capitalising on enhancements in digitisation.

17Source: FactSet, performance period from 31 December 2009 to 31 May 2024. 
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EM technology is set to continue compounding high returns 
and growth to close the valuation, reflective of its global 
leadership 
The US technology industry has remained firmly in the headlines of mass-media with its recent strength and investors could 
certainly get exposure to the sector through the US market. We believe that this would be missing an opportunity though. 
EM technology offers higher growth at a lower valuation than the US, which is home to its nearest peers. With cloud 
computing and the rise of AI, we believe we are at the beginning of another technology investment wave. Earnings Per 
Share (EPS) growth over the next two years for EM technology is 45%. While the growth runway is impressive for EM 
technology, it trades at a ~40% discount to US technology with over double the earnings growth. 

MSCI Index P/E (NTM) EPS Growth 2023-2025 (%)

EM Technology 16x 45

US Technology 29x 23

Source: FactSet as of 21 June 2024. Price-to-Earnings (P/E) using Next Twelve Months (NTM) Earnings and the Earnings per Share (EPS) Growth measured using the Compound 
Annual Growth Rate (CAGR) over two years from 2023 to 2025, for the MSCI Emerging Market Technology Index and MSCI US Technology Index. 

With superior earnings growth, high quality, competitive valuation, and bigger weighting in the index, we believe that the 
sector’s contribution will be impactful in the years to come. We think the valuation gap between EM technology and US 
technology will close.

What makes EM technology so special?
There are more factors at play than simply an attractive price and individual company fundamentals. By exploring more 
unconventional sources of research, we can see that innovation is a core part of EM. Of the top 20 countries with the most 
patent applications in 2022, only half are developed market countries. The remainder are emerging and frontier markets. 
Half of the top six are key emerging market economies: China, Korea and India. These three countries alone represent half 
of the MSCI EM Index.18 The volume of applications in China alone is almost triple that of the US. The number of patent 
applications is just one indicator of thriving research/development in both private and public sectors. This suggests that the 
innovation runway within technology is strong for the years to come.

Largest 10 national patent offices with number of patent applications in 2022
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18Source: FactSet, July 2024.
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“Technology in EM has gone 
from strength to strength”

Technology in EM has gone from strength to strength – it has evolved to be the most dominant 
sector in the index by consistently delivering on earnings. Compared to a decade ago, its index 
weight has doubled so now its relative contribution to index performance is even more impactful 
than before. The sector is composed of high quality companies with stronger earnings growth 
expectations and more attractive valuations than its nearest peers – the US technology industry.  
We think this valuation gap versus the US can close. 

We believe EM technology will continue to compound its high returns and growth and achieve the 
valuation which is reflective of its global leadership. This global recognition of EM technology’s 
leadership and the companies’ delivery of earnings growth is what can turn the tide for EM as a 
whole, helping to navigate towards an exciting future. Technology shaped the evolution of the EM 
landscape and is positioned to drive its strength in the coming years.
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“Technology in EM has gone 
from strength to strength”

We believe the key drivers which will dictate how we navigate the future are all aligned positively 
for EM. The asset class will continue to evolve and we're excited for the journey ahead.

AN EVOLVING
LANDSCAPE

 US:
Policy backdrop becoming more favourable

 CHINA:
Returning to a fundamental-driven market should close the valuation gap

 INDIA:
The potential of an increasing ability to drive forward earnings growth

 TECHNOLOGY:
Increasingly being valued for its global leadership
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change.
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