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Springtime for emerging markets

Emerging markets (EM), on a global equity market capitalization basis,
represent between 10-15%. This is not small, but also not huge —
making it easy for many investors to ignore the space. That tendency
has been further supported by poor relative performance over the past
few decades. Using Bloomberg equity indices, EM has returned

4.6% annualized over the past 15 years, and developed markets (DM),
a much healthier 11.4%. That isn’t only America, as developed
international markets managed 7.3%. This poor relative performance
led to a ‘long winter’ for EM.

Emerging Markets: tough decade+
but something is stirring
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This long winter led to the shuttering of many EM funds and ETFs.
Frontier markets, gone, emerging markets equal weight, gone, the list
goes on. More on that equal weight shortly. In 2025, a year in which
everything seems to be going up nicely, EM has certainly been a bit of a
star, up about 21% vs 13% for broader markets. Don’t worry, we are not
going to spin the normal product marketing stuff like demographics,
better economic growth, rising per capita incomes, etc. All legit, but that
has been the case for both EM bulls and bears. Good to know yet not
super useful.

Siagn up here if you do not already receive the Market Ethos directly to your inbox.
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Here is our current thinking:

Resilience — If you had told anyone that central bank rates were going to go from near zero in in 2021 to 5.5% by the
end of 2023 (Fed Funds as our proxy), most EM investors would run for the hills. And rightfully so, EM tends to
underperform in a rising rate environment. True to form, this did occur during the rising rate period and continued as
rates remained high. But there is a more important takeaway and that is resilience.

There weren’t any big blow-ups. Apart from a few tiny markets with unique issues, overall EM managed the hiking cycle
well — arguably better than past cycles. The markets and economies have grown, with increased diversification making
them somewhat less risky than years past. Now with rates coming down, a headwind has become a tailwind.

Relative earnings growth and valuations — OK it is true EM are typically cheaper, and for good reason. Riskier, more
cyclical, markets don’t pay as much for those kinds of earnings. That being said, a multiple spread of 6.6, 20.4x for
developed and 13.8x for emerging, is historically very wide. Plus, this is after the strong relative outperformance of EM
so far this year. This valuation spread is supportive.
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Attractive valuations are nice, but they don’t capture growth — that is often key. There is a long-term relationship of
relative EM vs DM market performance and relative earnings growth. Whichever market has higher earnings growth
tends to outperform [we’ll let you in on a little secret, that is often the case for many markets and stocks]. After a few
years when DM earnings growth was stronger and DM outperformed, relative earnings growth moved closer to even
steven. Add in the valuation discount, and we became more positive on EM in 2024.

Fast forward to today, relative earnings growth is a bit of a mild headwind. Emerging market earnings growth has
slowed a bit as the impact of a more tariffed global trade environment seeps into consensus earnings estimates.
This is a headwind, but we do not believe it will become insurmountable.
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Relative earnings growth has softened a bit, but still pretty close

between DM and EM
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Flows and currency — With relative earnings growth less compelling, there are a few other factors that provide solace.
There is a broader global trend that isn’t causing dollars to leave the U.S. equity market, but it appears incremental
dollars are looking more internationally. These incremental dollars appear enough to move smaller markets. For
instance, the TSX’s gangbuster year so far has a few drivers and flows is certainly one. The same flow trend goes for
emerging markets.

Emerging markets historically have been inversely
correlated with the USD. Ongoing dollar weakness
should benefit emerging markets
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Currency, assuming you have a mild bearish view for the US dollar as we do, is a tailwind as well. Most of those periods
of relative EM versus developed market performance map to periods of falling or strengthening US dollar. A weaker
dollar is generally positive for EM.

Plus, many of the developing economies, which are home to the emerging market, have a close connection with
resources. One of the risks down the road is that developed economies allow inflation to run hotter, gradually erode
their currency purchasing power and thus reduce the real value of government debt. Currencies attached to economies
that have more natural resources may be viewed as more of a ‘hard’ currency.
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Concentration problem — Over the past year a concentration issue has become increasingly apparent within emerging
markets. In part this has been caused by the success, in terms of price appreciation, of some of underlying markets.
Over the past year China is up about 45%, Hong Kong 60% and Taiwan just over 30%, all in Canadian dollar terms.
This has led to a dramatic rise in concentration.

Country weights in passive emerging markets ETFs
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We will not broach the topic of one China, but you can clearly see emerging markets have a concentration problem. We
would add, the Chinese equity market is rather tech tilted, especially if you agree companies like Tencent, Alibaba,
Baidu and JD.com are still tech despite being re-classified into other sectors. There is no doubt about Taiwan’s
technology weight that sits at almost 80% of the market.

The S&P 500 has taught us a lesson; index concentration is only a problem if what you are concentrated in isn’t
crushing it. That being said, most investors in emerging markets may not be aware of the concentration in just a few
of the countries and the high overall technology exposure. Or how little is in countries such as Brazil, South Africa or
Mexico. Wouldn't an equal weight be great? Sadly, none exists from our searches, but if you want emerging markets
exposure that is better balanced, there are differently constructed ETFs and active managers with much less
concentration risk.

Final thoughts

As with all investment ideas, there are clear positives and negatives. Some slowing of relative earnings growth, the
impact on global trade from tariffs and concentration risks remain top of mind for negatives. Of course, concentration
could be a positive. America appears to be winning the Al race at the moment, with China arguably in the #2 spot. But
who knows who will win or if there will be multiple winners. With a good chunk of EM exposure from technology in China
and Taiwan, this does provide some exposure to Al. And it's worth noting that China taking a great idea, doing it
cheaper and making it more broadly available is certainly part of the playbook.

We do believe the positives outweigh the negatives at this point. Valuations are attractive, especially in a global market
where everything seems expensive these days. The fund flows appear to be increasingly going more international —
that trend could easily persist for a long time. EM will likely capture its share of those flows. And it does provide a bit of
protection should the U.S. dollar continue to weaken. We believe the winter for EM has moved into spring time and
some of the shoots are starting to sprout.
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Source: Charts are sourced to Bloomberg L.P., Purpose Investments Inc., and Richardson Wealth unless otherwise noted.

The contents of this publication were researched, written and produced by Purpose Investments Inc. and are used by Richardson Wealth Limited for information purposes only.

*This report is authored by Craig Basinger, Chief Market Strategist at Purpose Investments Inc. Effective September 1, 2021, Craig Basinger has transitioned to Purpose Investments Inc.
Disclaimers

Richardson Wealth Limited

The opinions expressed in this report are the opinions of the author and readers should not assume they reflect the opinions or recommendations of Richardson Wealth Limited or its
affiliates. Assumptions, opinions and estimates constitute the author's judgment as of the date of this material and are subject to change without notice. We do not warrant the
completeness or accuracy of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular
circumstances and, if necessary, seek professional advice. Past performance is not indicative of future results. The comments contained herein are general in nature and are not intended
to be, nor should be construed to be, legal or tax advice to any particular individual. Accordingly, individuals should consult their own legal or tax advisors for advice with respect to the
tax consequences to them.

Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.

Purpose Investments Inc.

Purpose Investments Inc. is a registered securities entity. Commissions, trailing commissions, management fees and expenses all may be associated with investment funds. Please
read the prospectus before investing. If the securities are purchased or sold on a stock exchange, you may pay more or receive less than the current net asset value. Investment funds
are not guaranteed, their values change frequently and past performance may not be repeated.

Forward Looking Statements

Forward-looking statements are based on current expectations, estimates, forecasts and projections based on beliefs and assumptions made by author. These statements involve risks
and uncertainties and are not guarantees of future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and
actual outcomes and results may differ materially from what is expressed, implied or projected in such forward-looking statements. Assumptions, opinions and estimates constitute the
author’s judgment as of the date of this material and are subject to change without notice. Neither Purpose Investments nor Richardson Wealth warrant the completeness or accuracy
of this material, and it should not be relied upon as such. Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if
necessary, seek professional advice. Past performance is not indicative of future results. These estimates and expectations involve risks and uncertainties and are not guarantees of
future performance or results and no assurance can be given that these estimates and expectations will prove to have been correct, and actual outcomes and results may differ materially
from what is expressed, implied or projected in such forward-looking statements. Unless required by applicable law, it is not undertaken, and specifically disclaimed, that there is any
intention or obligation to update or revise the forward-looking statements, whether as a result of new information, future events or otherwise.

Before acting on any recommendation, you should consider whether it is suitable for your particular circumstances and, if necessary, seek professional advice.

The particulars contained herein were obtained from sources which we believe are reliable but are not guaranteed by us and may be incomplete. This is not an official publication or
research report of either Richardson Wealth or Purpose Investments, and this is not to be used as a solicitation in any jurisdiction.

This document is not for public distribution, is for informational purposes only, and is not being delivered to you in the context of an offering of any securities, nor is it a recommendation
or solicitation to buy, hold or sell any security.

Richardson Wealth Limited, Member Canadian Investor Protection Fund.
Richardson Wealth is a trademark of James Richardson & Sons, Limited used under license.
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