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Fund commentary

Market Review: 

Emerging market (EM) equities declined in September (in USD), yet outperformed developed market peers as 
measured by the MSCI World Index. This came against the backdrop of a stronger dollar, rising yields and an 
elevated oil price as the global economy continues to digest the ongoing implications of the Middle Eastern 
conflict. Taiwan, Brazil and Korea were amongst the best EM performers, while Turkey sold off sharply amid a 
liquidity crisis in its domestic fund industry. Globally, the US Federal Reserve's 25bps rate hike and rising 
expectations of further policy tightening dominated global market headlines. 

Taiwan was the EM index’s top performing market in September, as the market continued to recover from July’s 
correction, supported by continued strength in AI despite headlines resurfacing regarding AI’s risk to humanity, 
monetisation and growing hyperscaler debt. Brazil also outperformed the wider index, as the central bank 
delivered another rate cut, in an environment of weaker growth and an extremely tight contest ahead of the 4 
October presidential election first round vote. Korea’s returns were supported by strength in the energy sector 
owing to rising oil prices, as well as strong price movements in AI-related stocks. Some of the smaller markets, 
including Colombia, Greece and Poland also outperformed, posting positive absolute returns.  

Conversely, Kuwait, Thailand and Malaysia all lagged the index, as did China. China’s weakness reflected softer 
domestic macro indicators, while the failure of China’s AI stocks to participate in the post July rally further 
contributed to underperformance. India also detracted, as its inverse relationship with AI persisted, given the 
market's heavy exposure to IT outsourcing services, which are seen as vulnerable to AI disruption. India’s 
sensitivity to rising oil prices as well as the broader developed markets rate hiking cycle were also headwinds. 
Turkey was amongst the worst EM performers in September, as a liquidity crisis in its domestic fund industry 
rattled the market after several asset managers were unable to meet investor redemptions. South Africa also 
saw a broad-based selloff in September, as weak price action in commodities was coupled with a 25bps policy 
rate hike to 7.25%.   

  

Drivers of performance: 

The fund posted a negative return for the quarter, giving back some of the strong performance achieved in the 
first half. 
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At the market level, China and Korea detracted most significantly during the period, offsetting positive 
contributions from Singapore.  At a sector level, financials, industrials and IT were the largest drags on the 
portfolio.   

In terms of stock performance, the correction in Korean semiconductors names, including SK Hynix and 
Samsung C&T (the holding company for Samsung Electronics), weighed most heavily on the portfolio as was 
the structural underweight in TSMC, which outperformed the broader IT sector over the period.  CATL was also 
a drag during the period as concerns about the company’s ability to maintain market share and margins in the 
domestic market weighed on the share price.  On the positive side, the portfolio enjoyed positive contributions 
from its holdings in Wuxi Apptec and Zijin Gold International.   

  

Portfolio activity: 

During the period, we continued to moderate our AI-related exposures, particularly in Korea, in favour of regional 
financials (China, Taiwan and Korea).  We also added to our healthcare exposures in China.  

  

Market outlook: 

Middle East geopolitics remain fragile as the northern hemisphere winter approaches. A durable resolution 
between the US and Iran still looks some way off – assuming one is reached at all – and the Strait of Hormuz 
is effectively closed. We continue to believe that it is in both sides interests to de-escalate tensions, however, 
subsequent oil market normalisation will take time and energy demand will be supported by inventory rebuild. 
Energy inflation should therefore persist well into 2027. On a longer horizon, crude oil supply should be lifted by 
the UAE’s departure from OPEC and potential sanctions relief that enables Iran to increase its exports.  

Many EM countries entered the current geopolitical shock with high real rates, strong balance of payments 
positions and reduced reliance on foreign capital. The Middle East conflict and resultant oil shock has put easing 
cycles on hold and led to rate hikes in some EM. A lasting ceasefire would reduce inflationary pressures and 
improve the outlook for EM rates; however, EM central bank policy is likely to be constrained by Fed action.    

We continue to believe that AI is a powerful structural theme with increasing evidence around use cases. AI-
related capex demand should remain strong through 2027, driven by capex commitments by US hyperscalers. 
Following a shakeout in July, positioning looks more secure and the cycle may continue to surprise positively, 
supporting earnings growth into 2028 off an already high base. Nonetheless, we recognise that supply is 
responding, forecast risk remains elevated, and capex plans are increasingly reliant on external funding, the 
availability of which is sensitive to US bond yields. 

In China, the macroeconomic backdrop remains soft, but not weak enough to prompt meaningful policy action. 
Poor credit demand remains one of the clearest signs of domestic economic weakness amid an ongoing 
property market decline and depressed consumer confidence. However, so long as external sector strength is 
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a sufficient offset, policy support is expected to remain incremental and reactive. A fragile truce with the US is 
in place but underlying tensions are breaking out more frequently, with restrictions and sanctions directed 
towards key strategic areas, including AI. The direction is for further US-China decoupling. Tensions with the 
EU are also increasing. 

In the near term, a resilient US economy is supportive of the US dollar, as the Fed is expected to continue 
tightening while other central banks approach the end of their hiking cycles. However, we continue to believe 
the dollar will weaken over the medium-term, owing largely to ongoing US policy uncertainty and the economy’s 
large twin deficits.  

Aggregate headline EM valuations look reasonable. EM is trading below its long-term average earnings multiple 
supported by strong, albeit narrow, earnings growth that is focused in the AI hardware supply chain. Korea and 
Taiwan continue to enjoy positive earnings revisions but elsewhere in EM, revisions are essentially flat.   

Near term, the key risk for EM remains the conflict in the Middle East and the extent to which events carry 
longer-term economic and market consequences. Other areas to monitor include the evolution of the AI supply-
demand balance, policy uncertainty associated with the Trump administration, US-China relations, the conflict 
in Ukraine and US geopolitical ambitions elsewhere.  
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