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OUTLOOK FOR EMERGING
MARKET EQUITY
From the end of 2010 to the start of 2016,
emerging market equities
experienced
sustained underperformance relative to
developed markets. Many emerging market
economies faced significant challenges and their
growth slowed, and without the necessary
financial and structural reforms, the outlook for
the emerging market equity asset class during
that five-year period was poor.
During calendar year 2016, the emerging
market equities asset class hit a turning point.
Despite a tough start and tough end to the year,
they ended the year more than 12% higher than
where they began it. The asset class did show
its vulnerability to economic and political
events throughout the year however, as
uncertainty surrounding the state of the
Chinese economy caused the asset class to be
down close to 6% in the first three months of
2016. The surprise election of Donald Trump as
President of the United States in November and
the fear of the potential implications of his
presidency on emerging market countries
caused another bout of underperformance
throughout the month of November.
We have discussed the outlook for emerging
market economies in previous feature articles,
including the potential impact of monetary
tightening (particularly through currency
movements) on the emerging market equity
asset class in September 2015. While cash rates
haven’t moved that much in the last few years,
currency movements have been considerable
Furthermore, a lot has happened both
economically and politically, much of which has
impacted the outlook for the asset class.
The underlying economics for some of the most
prominent emerging market countries have
improved. Many emerging market countries are
net exporters of commodities, so the relatively
recent rebound in the prices of many key
commodities has helped ease the pain that came
with the steep and fast fall of commodity prices
in the five years prior. The need for economic
reforms was evident when the pain was severe,
and many emerging market economies have a
full list of reforms on their agenda. As a result,
the outlook for countries such as India, Brazil,
and Russia, three key emerging market
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countries, look far more promising than they
have in recent years. The outlook for China has
wavered over the past 12 months, although the
country finished 2016 on a positive note.
Interestingly, we are only just starting to see
monetary tightening from the US Federal
Reserve (Fed), and the rate of easing has been
very slow, with the central bank only raising the
interest rate twice since then, by 25 basis points
on each occasion. That said, currency markets
have run well in advance of the US Federal
Reserve, resulting in tighter economic
conditions for a number of emerging market
economies over recent years. Emerging market
economies, particularly those that are reliant on
foreign capital, are significantly impacted by
moves from central banks, as well as the state of
geopolitical affairs. The election of Donald
Trump as President has drummed up a
significant amount of uncertainty for both of
these issues. His infrastructure and tax reform
policies, if successfully implemented, have the
potential to bring inflation through sooner than
expected, sending interest rates up with it. His
isolationist and protectionist agenda have the
potential to cause a serious disruption to
geopolitical affairs.
In this month’s feature article, we delve into the
current outlook for the emerging market equity
asset class. We first provide an update on the
state of several prominent emerging market
economies, including China, India, Russia, and
Brazil, and show that at least a few of these
countries are starting to have much more
optimistic outlooks than they have had over the
past several years. We then discuss how the
long-term growth prospects for emerging
market economies are positive relative to their
developed market peers, thanks in large part to
favourable demographics, a trend towards
urbanisation, and reasonable levels of
government debt. In the latter half, we discuss
the changing world order in terms of global
politics – an issue which we have already seen
to have a significant impact on emerging market
countries, and an impact we expect to be
amplified under the Trump presidency and the
political uncertainty across Europe. Finally, we
discuss the outlook from a valuations viewpoint,
and show that although there are risks
associated with the asset class, the emerging
markets equity sector presents opportunities
for growth.
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1.1 Emerging Market Economics

1.1.1

The election of Donald Trump as President of
the United States has certainly a cast a shadow
over the outlook for emerging market
economies. In his effort to ‘make America great
again’, he has the potential to harm emerging
market economies along the way, particularly
with his plans to rip up the Trans-Pacific
Partnership (TPP), which would have been
beneficial to many emerging Asian economies,
as well as his plan to impose a border tax on
imported goods. We will discuss this further in
the latter half of this feature article.

As the second largest economy in the world and
with by far the largest footprint in the MSCI
Emerging Market Index, the economic state and
outlook of China is of utmost importance. This
is true not only for emerging market investors,
but also for the global economy as a whole.

Chart 1: Geographic Breakdown of MSCI
Emerging Markets Index
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After a rocky start to the 2016 calendar year, the
Chinese economy has been faring relatively well
as of late. While the rate of GDP growth has
certainly slowed since its highs of greater than
10% in 2011, it is still well within the
government’s target range of 6.5-7.5% annually,
with the 2016 GDP growth coming in at 6.8%.
Chart 2: China’s GDP Growth, 1992 - 2016
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Otherwise, the outlook for many emerging
market countries has improved significantly
over the past several years. The price of many
important commodities, including oil, iron ore,
and copper, saw a significant rebound in price
over the course of 2016, which has helped
commodity exporting nations. Political and
financial reform, as well as renewed efforts
towards improving productivity and efficiency
have worked in the favour of many emerging
countries. The geographic breakdown of the
MSCI Emerging Markets Index is shown in the
chart below, which indicates which of the
emerging market countries are the most
important when discussing the outlook for the
emerging market equity asset class on the
whole.
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China has been forging ahead to create a
stronger alliance with its Southeast Asian
neighbours, in part through increasing its
foreign direct investment in such nations, as
shown in the chart below. China has been
investing in hard asset investments, such as
energy, real estate, metals, and infrastructure
throughout the region. The Association of
Southeast Asian Nations (ASEAN) has the goal
for the region of ‘one vision, one identity, one
community.’1 The increasing interdependence of
the Southeast Asian nations will also help
withstand pressure from the Trump
administration should it wage trade wars on
China.

Source: MSCI, Whitehelm Advisers

In the following sections, we discuss the
economic outlook for China, India, Brazil, and
Russia, given their prominence in the
developing world.

1
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Refer to ASEAN’s website, asean.org
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Chart 3: China Foreign Direct Investment in
ASEAN
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A key area of risk for China is the nation’s
significant credit growth over the past several
years, as it tries to hit its ambitious target
growth rate of 6.5-7.5%. The government has
kept the economy afloat by borrowing
significant amounts of money to inject into
public projects. The growth target combined
with the relatively loose budgetary constraints
have incentivised state-owned enterprises to
borrow significant amounts of money. Credit
growth is currently growing twice as fast as
nominal GDP and the debt to GDP ratio is now
above 200%. In a situation of slower economic
growth, the recent growth in leverage increases
the chance of widespread loan defaults and
economic disruption. It will be important for
the Chinese government to address these
concerns. It may need to accept a lower rate of
economic growth so as to deter further credit
growth.
China has promised more proactive fiscal policy
in 2017 with further tax cuts and expenditure
on infrastructure projects. That said, the
Ministry of Finance has also pledged to
strengthen the management of local
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government debt. President Xi JinPing and his
top economic advisers have pledged to
implement policies that will reduce the risks of
asset bubbles.
Another point of interest for China will be the
future of its A-shares market. A-shares are the
shares of Chinese companies which have
historically only been available for Chinese
investors. B-shares are shares of Chinese
companies whose prices are quoted in foreign
currencies, and are available for purchase by
both Chinese and foreign investors. As China
continues to grow, there has been an increased
demand for Chinese equity. Chinese regulators
are trying to make the A-shares more publicly
available, which will diversify the stocks that
international investors can be exposed to,
providing further diversification benefits to
investors. The regulators continue to face
headwinds however, as MSCI declined to add
the Chinese A-shares in its emerging market
index in the middle of 2016. This is an issue that
will be important to monitor.

1.1.2

India

India continues to be a bright spot among
emerging market countries, and has been
growing in prominence on the world stage. Led
by Prime Minister Nahendra Modi, India has
adopted a pro-growth and pro-foreign
investment stance that has been paying off
handsomely over the past few years. The IMF
predicts that the Indian economy will grow by
7.2% in 2017 and by 7.7% in 2018, eclipsing the
growth rates projected for China. While India’s
economy is still many times smaller than
China’s, it is one of the largest in the world, and
the third largest emerging market economy
(after China and Brazil). It is also the fourth
largest country in the MSCI Emerging Markets
Index. The importance of China and India in
terms of their contributions to global economic
growth is shown in the chart below.
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Chart 4: GDP as a Percentage of World GDP – United States, China, India, 1980 - 2016
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India has fared well in the past several years,
both because of dampened commodity prices,
but also because of a series of strong and
successful reform programs being implemented
by the Modi government. The low oil prices
from August 2014 to early 2016 helped the
country given that it imports 80% of its crude oil
needs. In 2015 alone, India saved nearly $70
billion on importing crude and other petroleum
products. The nation’s fiscal deficit improved
substantially as the government has historically
subsidised the price of oil for Indian consumers.
With the lower cost of importing oil, they have
been able to reduce the level of subsidisation on
oil, and increase the excise duty on petrol and
diesel. India has redeployed the $70 billion it
has saved through low oil prices to other
productive projects.
As oil prices increased throughout 2016,
combined with India’s strong demand for the
commodity, the fiscal deficit increased quickly
throughout the year. However, oil prices are
now structurally lower, and it is unlikely that
the price will get back up to the greater than
US$100 per barrel range anytime soon.
Additionally, India is the fourth largest importer
of liquefied natural gas (LNG) and an expected
50% rise in LNG supply by 2020 should help
keep its price low.
Modi has reiterated throughout his time as
Prime Minster that India is ‘open for business’.
5

He has continued to embark on an ambitious
reform agenda including reforms to laws
relating to the acquisition of land, foreign
investment, and extensive tax reform. While
Modi has faced some pushback on some of these
reforms through the political system,
persistence seems to be paying off. One such
change has been the adoption of an inflation
target by the nation’s central bank, the Reserve
Bank of India. The inflation target should help
promote a lower interest rate structure and a
more stable Indian rupee, as well as a flatter
yield curve. Combined, this should produce
substantial economic benefits.
The entire country is continuing to modernise at
an extremely fast rate. Infrastructure, including
highways, railways, and airports, are constantly
being improved, which makes the country a
more appealing place for foreign companies to
set up offices. Additionally, over the next 10
years, approximately 150 million people will
enter the workforce in India, which suggests
that it will continue to be a prominent market
for consumer companies around the world.
In November, the Indian government
implemented a swift demonetisation scheme in
which it abolished higher value Indian currency
notes. All ₹500 (AU$9.70) and ₹1000 notes
(AU$19.40) were removed from circulation,
with the plan to introduce new ₹500 and ₹2000
notes in 2017. Approximately 86% of the cash
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in circulation in India was removed. The
demonetisation was implemented in an effort to
improve economic efficiency. Cash has been
fuelling India’s black market economy and has
also been the means for tax avoidance. It was
meant to incentivise Indians to participate in
the formal economy. The main implication of
this scheme is that consumer spending has been
significantly negatively impacted, to the point
that the IMF has reduced its growth forecast for
India for 2017 by 1%. The economy is expected
to rebound from the short-term shock.
Additionally, the implementation of such a
scheme
has
highlighted
the
Indian
Government’s commitment to inciting real
economic change.
Despite ongoing political challenges, India has
proven to be improving its attractiveness as a
place for foreign investment. This in turn will
help to further improve infrastructure, boost
productivity, and raise living standards. Given
the large size of India’s population, a more
positive outlook for the economy would be a
significant positive for the global economy.

1.1.3

Brazil

The Brazilian economy has been in a recession
since 2014, with the country’s economic
hardship throughout the 2015 calendar year
fuelling the recession fire. From 2000 to 2010,
the Brazilian economy averaged a growth rate
of 3%, but when the commodity prices started
on their downturn in 2014, the economy’s
underlying structural weaknesses, including
poor infrastructure, limited competition, and an
onerous tax system, were exposed. Economic
growth plummeted, as shown in the chart
below, and inflation and, in turn, interest rates,
spiked.

GDP Growth, CPI (%)

Chart 5: Brazil Year on Year GDP Growth and
Inflation, 2005 - 2016
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Source: Bloomberg, Whitehelm Advisers
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The downturn in global commodity prices was
particularly detrimental to Brazil because of its
dependence on its exports. Iron ore accounts
for approximately 13% of its exports, 7% for oil,
and 5% raw sugar.
All three of these
commodities experienced a significant and
sustained decrease in their respective prices
between 2011 and 2015, which weighed heavily
on Brazil’s current account deficit. By way of an
example of the impact that the low oil price had
on Brazil, consider the country’s oil giant,
Petrobras. The company was forced to cut
investment by 33% in both 2014 and 2015
because of the oil price collapse, and given that
it accounts for 10% of total Brazilian investment
and 2% of the nation’s GDP, this one company
has had an impact on Brazil’s headline statistics.
The 2013 ‘taper tantrum’, which followed the
announcement from the Fed that it would begin
to wind down its asset purchases, signalling an
end to its quantitative easing framework, had a
significant impact on the Brazilian economy as
well. Brazil had high external and fiscal
imbalances, so its economy suddenly became
very vulnerable because of the potential for
capital to flow back to the United States. As a
result, the Banco Central do Brasil raised its
official interest rate to 14.25%, to try to support
the exchange rate and to limit the capital
outflows. The increase in interest rates caused
there to be an increase in interest payments on
public debt and public debt increased to
historical highs, at 75% of GDP as at the end of
2016. The Brazilian Real fell by 60% versus the
US dollar from mid-2011 to the end of 2015, and
as a result, the country struggled to keep
inflation in check, with an inflation rate of
almost 11% in 2014. The weak currency also
impacted companies that have borrowed
overseas in US dollars by increasing the value of
their debts and interest repayments. This
meant that the central bank was unable to use
monetary policy to stimulate growth, despite
the recession.
While the Brazilian economy has certainly faced
difficult times in the past several years, less
turbulent times appear to be ahead. In late
August 2016, former President, Dilma Rousseff
was impeached and removed from office after it
was discovered that she had manipulated the
federal budget and had been involved in the
expanding corruption scandal involving
Petrobras, which is said to have involved an
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estimated $2.1 billion allegedly used to pay off
politicians. Michel Timer was promoted from
Vice President to President following Rousseff’s
impeachment.
Under the new presidency, many fiscal
challenges
are
being
addressed
and
expectations for lower inflation should allow
the Brazilian Central Bank to cut rates
aggressively in 2017 from just shy of 14% to
10%, or lower. Economic reforms combined
with lower interest rates should be a boost to
confidence and growth.
The IMF has pegged 2017 as the year that Brazil
will start to grow again, with its growth rate
forecasted to be 0.5% next year. While very
moderate, a positive growth rate would be a
welcomed development.
That said, the
country’s economic growth is contingent on the
government’s ability to implement a series of
ambitious reforms, in large part, to restore fiscal
sustainability. The IMF has proposed that Brazil
should reduce the cost of doing business by
simplifying the tax code, reducing tariffs and
non-tariff trade barriers, and making structural
changes to the labour market so as to promote
job creation, investment, and growth.
While the outlook for Brazil is ‘less bad’ than it
has been over recent years, both internal and
external risks remain. The primary internal risk
is that the new government fails to deliver on its
promised structural reforms, which would
result in a further disruption to fiscal
sustainability and a knock to consumer
confidence. External risks include further
declines in commodity prices, tightening
financial conditions, and an extended period of
slower growth in the global economy.

7

1.1.4

Russia

Russia is another emerging market country that
has had a tough couple of years. While the
Russian stock market is much less prominent
than it has been in the past, it is still the 7th
largest country in the MSCI Emerging Market
Index. Russia has been in a recession for the
past two years, in large part because of the
Russian economy’s dependence on the oil price
as well as the international sanctions
implemented against Russia following its
annexation of Crimea. On the latter, following
the Russian Federation’s decision to annex the
Ukrainian territory of Crimea in March 2014,
many
Western
countries
implemented
sanctions against Russia, cutting its economy
and share market off from much of the world.
As Russia is one of the world’s oil-exporters, the
falling oil price from mid-2014 to early 2016
caused significant hardship to the economy as
well.
During the 2015-16 recession, real incomes
declined by 10% and GDP fell by more than 4%.
The oil price and the international sanctions
against Russia caused a severe depreciation of
the Russian ruble and a strengthening of the
capital outflows from Russia. The flight of
capital in times of economic stress and
uncertainty is a feature of the Russian business
model in which large corporations tend to keep
their profits and assets abroad and finance their
business activity with foreign financing. This is
largely because corporations lack confidence in
the Russian government. The decrease in
foreign exchange reserves following the
implementation of international sanctions is
shown in the chart below.
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Chart 6: Russia’s Foreign Exchange Reserves, 2012 - 2016
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Chart 7: Russian Ruble versus US Dollar, 2012 2016
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The business climate deteriorated significantly,
both from the implications of foreign policy
against Russia, as well as its own internal policy
decisions.
Russia tightened government
controls over the media, the judicial system,
civil society, and business activity, as well as
implemented new restrictions on foreign
investors. The international sanctions against
Russia disrupted Russian corporations’ ability
to use foreign financing, as well as significantly
hindered exports. The depreciation of the ruble
also hindered imports, given Russia imports
almost all consumer and manufacturing goods
aside from oil and vodka. The sharp increase in
import prices triggered a spike in inflation,
which the Russian Federation attempted to
moderate by raising interest rates to as high as
17%.
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Oil and gas make up 60% of Russia’s exports and
30% of GDP. Oil-related revenue accounted for
11.4% of GDP and more than half of federal
revenue in 2014. Now that the oil price has
rebounded (although it is now likely
permanently lower than the greater than
US$100 highs), the initial flight of capital has
subsided, and the Russian ruble has appreciated
versus the US dollar over the past year, the
outlook for Russia does look more promising
than it has in recent years. Several years of
economic austerity as well as growth in the
services,
construction,
transport,
and
communication sectors have helped slow
Russia’s economic decline considerably. The

Page 8

FEATURE ARTICLE
Commercial-in-Confidence

IMF has forecasted Russia’s growth in 2017 to
be 1.1%, while the World Bank’s prediction is
1.5%. Both predictions are based on commodity
prices remaining higher than they were during
the depths of Russia’s recession.

technology firms have already set up offices in
India, and this trend is expected to continue.

The election of Donald Trump as President of
the United States, surprisingly, could be a
positive boost for Russia’s standing in global
politics and economics. Trump has signalled
that he will work towards improving the United
States’ relationship with Russia, which has been
a relationship that became rockier under the
Obama administration.

50

Emerging Market Demographics Create
Room for Growth
In 2014, the population in emerging market
countries comprised approximately 85% of the
world’s population. This figure is forecasted to
increase as the Organisation for Economic
Cooperation and Development (OECD) has
predicted that the global population will
increase by 1.6 billion by 2034, 95% of which
will occur in developing countries.
Many emerging market countries also have
attractive demographics in that they have
relatively young working age populations, and
the workforce will be expanding significantly
over the coming years as a result. Consider
India as an example. Over the next decade,
approximately 150 million people will join
India’s workforce, which is equivalent to the
United States’ current workforce. Why does this
promote growth for India? A busting labour
force makes India an attractive place for
companies to set up offices or manufacturing
plants because of the deep and robust pool of
candidates to choose its employees from. Many
9
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As we just discussed in the previous section, the
outlook for many prominent emerging market
countries is more favourable than it has been in
recent years. There are several political issues
at play that have the potential to cause volatility
for the emerging market equity asset class in the
short term, however over the medium to long
term, emerging market economies have a lot
working in their favour, including a
demographic profile that has the potential to
foster economic growth and prosperity.

40
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1.2 Long-term Growth Prospects
Look Favourable

Chart 8: Median Age of Regional Populations, as
of 19 August 2015

Source: PineBridge Investments, BofA Merrill Lynch
Global Research, United Nations

As the labour force expands in size and the
unemployment rate stays relatively flat,
household income will rise, and in turn,
consumer spending power strengthens.
What are the implications of the favourable
demographics in emerging market countries?
Global companies that are consumer-facing will
be significant beneficiaries. The number of
consumers in emerging markets who are both
able and willing to spend a good part of their
disposable income will be increasing, which will
be of significant benefit to the bottom line of
companies who can tap into this market.
The favourable demographics in emerging
market countries is particularly important
because of its positioning relative to the
demographics of the developed world. In much
of the developed world, population growth is
slowing, and the population is getting older.
According to the United Nations, in many
countries, ‘Growth in the numbers and
proportions of older persons can be expected to
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have far reaching economic, social and political
implications.’ Governments will need to design
and develop social and health care programs to
support the ageing populations. For developed
market equity, the implication is that as
populations shift to being much older,
consumer spending will be significantly
hindered.

concept, consider India as an example. The
Indian government, under the leadership of
Prime Minister Modi, has focused time and
resources on improving the country’s
infrastructure, including highways, airports,
and railways. This helps support the country’s
urbanisation, as it makes living in cities easier
and more appealing.

Emerging Market Countries Catching Up on
Urbanisation

For companies set up in emerging markets,
urbanisation provides opportunities for
companies that operate in these countries. In
the Capital Group’s graphic below, they show
the household rate of ownership of durable
goods in India. For the goods presented, India is
still well below the global average, but as
urbanisation continues, India’s rates will
increase closer to global averages. Companies
that provide air conditioners, washing
machines, refrigerators, and televisions will see
an increased demand for their products over the
coming years. This also applies to companies
that provide goods and services aside from
these four products.

Not only do demographics work in the favour of
the outlook for emerging market economies, but
so too does the modernisation and urbanisation
of the countries themselves. There has been and
continues to be a trend of the world population
moving towards larger cities and away from
more traditional, often agricultural, work. The
promise of economic and social opportunities
that cities provide is typically the driver of this
trend.
Urbanisation has typically been a significant
driver of economic growth. To understand the

Figure 1: Households’ Ownership of Durable Goods (%), as at 2015

Source: Capital Group

Debt Levels in Emerging Markets
After the financial crisis, and the resulting
bursting of a global credit bubble, public and
private debt around the world grew at a rapid
pace. From 2007 to 2014, global debt grew by
US$57 trillion, which raised the global ratio of
debt to GDP by 17%. This increase in debt has
not been consistent across all countries, or even
regional divisions, however, as the debt to GDP
ratio has grown much more sharply in
developed countries as compared to emerging
ones. The chart below shows how developed
10

market countries saw their debt to GDP ratios
increase dramatically from 2007 to 2014, while
emerging market countries did not move the
needle nearly as much.
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Chart 9: Ratio of Debt to GDP for Select
Countries, as well as Change in the Ratio from
2007 to 2014

Source: McKinsey Global Institute

The level of government debt is of particular
concern. Following the financial crisis, in many
developed nations, governments financed
bailouts and stimulus programs, and as a result,
pushed up their respective debt to GDP ratios.
Governments burdened with high levels of debt
have significantly less fiscal breathing room,
which is required when countries want to kickstart growth through federal initiatives.
Countries who want or need to reduce
government debt may need to consider debtrestructuring programs, one-time taxes on
wealth, or asset sales.
The good news for emerging market economies
is that the blow-out in government debt has not
been nearly as pronounced for them as it has
been for their developed market peers. As
shown in the chart below, the prominent
emerging market countries that we have
already discussed in this feature article, as well
as others, have significantly lower debt to GDP
ratios than the big developed market countries.
As we discussed in the previous section, several
emerging market countries have a slew of
financial and structural reforms on their
agendas, and having more fiscal flexibility will
enable them to implement such reforms more
quickly and effectively.

Chart 10: Government Debt to GDP Levels for 20 Largest Economies, as of 31 December 2016
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Source: Bloomberg, Whitehelm Advisers
Note: The debt to GDP level for countries denoted with an asterisk is as of 31 December 2015, rather than 31 December
2016
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Along with the improving demographics and
push to urbanisation in emerging market
countries as compared to the developed
markets, the lower levels of federal debt makes
the emerging market equity asset class
appealing. That said, we recognise that lower
level government debt in some emerging
market countries is considerable and there is
often an assumed guarantee from the Federal
government. Even when taking total debt levels
into account, emerging market countries have
significant room for growth, whereas developed
markets are either at, or close to a ceiling, plus
they have already experienced the benefits of
urbanisation and their demographics are more
of a hindrance to growth than an enabler. As a
result, emerging market equity has a
competitive advantage when it comes to being a
source for potential growth opportunities.

1.3 A Shift in Global Politics
It goes without saying that there has been a
palpable shift in global politics over the past
year. Kicked off by Brexit, followed by the
election of Donald Trump as US President, and
ending the year with the Italian referendum not
backing constitutional reform and implicitly
signalling a rise in populism, the tables turned
in 2016. The change in leadership in the United
States is likely the one that will have the most
knock-on effects for emerging market
economies.
Throughout his campaign, Trump promoted an
anti-globalisation and protectionist message,
promising to ‘make America great again’. His
ability to do this is still uncertain, but based on
Trump’s inauguration speech, this is not a
platform that he is backing down from. The
policy changes that could occur throughout the
next four years have the potential to impact all
asset markets, and emerging market equity is no
exception.
As discussed in the December feature article
regarding the ‘Trump rally’, Trump’s proposed
policies on tax reform and infrastructure
policies do have the potential to stimulate the
US economy in a positive way, causing inflation
to come through much earlier than had been
previously expected. Reflation in the US could
lead the Fed to increase interest rates, thereby
tightening liquidity conditions and spurring
further appreciation of the US dollar.
12

The US dollar will also likely get a boost should
Trump implement a border adjustment tax on
goods imported from select emerging market
countries. The rationale behind a border tax
typically is to reduce the trade deficit that a
country has with its trading partners, as well as
to make domestic producers of similar goods
more competitive with their international
counterparts. This latter rationale is very much
in line with Trump’s ‘America First’ mentality, in
which he wants to bring jobs back to American
soil – a task he will find much easier if American
companies are competitive with international
companies that typically have lower production
(inputs and labour) costs.
The extent to which such border taxes (which
are most likely to be placed on Chinese and
Mexican imports) will impact the associated
emerging market countries, is dependent on the
elasticity of the goods being imported into the
United States. If the goods are highly elastic
(substitutable goods easily found domestically),
Mexico and China will be severely impacted
because the volume of their exports (imports
into the US) would fall dramatically. At the same
time, Trump’s tax reform has the potential to
kick-start the American economy, which
typically is of benefit to emerging market
economies because of the impact that economic
growth can have on consumer spending.
That said, there continues to be uncertainty
regarding the extent to which the Trump
administration will implement border taxes, as
there does for most things concerning Trump’s
time
in
office.
Nevertheless,
the
implementation of border taxes would give the
greenback a tailwind through the increased
demand for ‘relatively cheaper’ American-made
products and reduced demand for goods from
the rest of the world. The effect of a stronger US
dollar on American companies with foreign
operations will be a counteracting force to the
tailwind.
In the following section, we discuss the effects
of a potentially stronger US dollar, both because
of the effects of a Trump presidency, as well as
the monetary tightening that the US Federal
Reserve was already on course to continue.

1.4 US Dollar Strength?
In the United States, the financial crisis brought
on severely constrained liquidity, plummeting
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asset prices, and a blow-out in credit spreads.
As evidence began to mount in support of
difficulty in the financial markets, the Fed
started to take action. The Fed unleashed an
aggressive monetary easing plan, which led the
central bank to lower short-term interest rates
to near zero, and to push long-term rates down
through its US$4 trillion quantitative easing
program. Among the results, the US dollar
weakened significantly versus most prominent
global currencies.
Over the past couple of years, the US economy
has started to show signs of improvement, with
the unemployment rate returning to prefinancial crisis levels, a rebound in consumer
spending, and a stronger growth rate than many
other developed nations in the world. With that
in mind, after six years of very easy monetary
conditions, the Fed paused its quantitative
easing program three years ago (not
undertaking new purchases of bonds, however,
it is reinvesting into further security purchases).
The US dollar has had a strong tailwind, and has
appreciated versus most major currencies
since. The two increases to the federal funds
rate (albeit, two very small increases) in
December 2015 and December 2016 moved the
funds rate higher than the 0% level that it had
been stuck at for close to eight years. These
interest rate increases also provided a boost to
the US dollar.
The appreciation of the US dollar has been
particularly strong versus many prominent
developed market currencies because of the
divergence between central bank policies
around the world. While the Fed is on a path of
easing, the European Central Bank has just
extended its quantitative easing framework so
that it lasts until the end of 2017, rather than the
previously slated end of March 2017. The Bank
of Japan is pulling all necessary levers to keep
both short-term and long-term interest rates
near 0%. This has made the US dollar even
stronger, versus the euro and the yen in
particular.
With a Trump presidency, and the potential for
reflation and higher growth in the US, combined
with the improving economic landscape in the
US even before Trump’s win, the likelihood of a
monetary policy adjustment (tightening) has
increased.
If his policies are extremely
inflationary, we could see the Fed on an
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aggressive interest rate hike path over the
coming years.
Monetary policy tightening by the Fed has
typically been a major issue for emerging
market economies, as was seen in the 2013
‘taper tantrum’, which saw emerging markets
take a large hit due to the anticipated end of the
Fed’s quantitative easing program.
Many
emerging market economies remain reliant on
foreign capital inflows, and the anticipated
tightening of global liquidity conditions has the
potential to impact these countries severely.
The economies which are most likely to be
affected the most are those with twin current
account and fiscal deficits which would be hurt
by rising borrowing costs.
Typically, emerging market equities have
underperformed developed market equities in
times of US dollar strength. As shown in the
chart below, there is a strong relationship
between emerging market underperformance
and US dollar strength. When the US economy
is strong, interest rates increase and the US
dollar appreciates.
International investor
capital flows to the US at the expense of riskier
countries, including emerging markets.
Chart 11: US Dollar and Emerging Markets
Equity Relative Performance

Source: Schroders

Fixed exchange rate regimes also result in an
additional mechanism for US dollar strength to
impact emerging economies. As the US becomes
more attractive to foreign investors, countries
which peg their currencies to the US dollar face
pressure on their currencies due to capital
flows. This can result in the depletion of foreign
exchange reserves, or the need to increase
interest rates in order to slow the flow of capital
out of the economy.
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Chart 12: Emerging Market USD Denominated
Debt (% of GDP, Latest)

Source: Capital Economics

By way of an example, consider the implications
for several emerging market countries
following the US election result. The premise of
higher inflation, and in turn higher interest
rates and a stronger US dollar, thanks to
Trump’s proposed policies, caused yields on
Turkish 10-year USD-denominated government
bonds to rise by 83 basis points from the
election to the beginning of February, while the
yield on the equivalent bond, but issued in
Turkish lira, only increased by 44 basis points.
This is in large part because the US dollar
appreciated strongly versus the Turkish lira
following the election. It has suddenly become
more expensive for emerging markets to service
their dollar-denominated debt.
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A strengthening US dollar can spell trouble for
countries that have issued significant amounts
of US dollar-denominated debt because the
stronger greenback makes debt servicing even
more expensive for such countries.
The
emerging market countries that are most
afflicted with this issue are presented in the
chart below.
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Two years ago, the Bank for International
Settlements (BIS) warned that financial
vulnerabilities could be exposed in emerging
markets because of the effect that an extended
rally in the US dollar could have on dollardenominated debt issuances.
Since that
warning, the US Dollar Index (trade-weighted
index), has climbed almost 12%.

Chart 13: Yield on 10-Year USD and LiraDenominated Government Bonds, 2016
10-year Lira yield (%)

US Dollar-Denominated Debt

USD-denominated (RHS)

Source: Bloomberg, Whitehelm Advisers
Note: Grey bar denotes the date of the US election.

Mexico has faced a similar problem since the
election, with yields on US dollar-denominated
debt increasing at a faster rate than pesodenominated debt. Mexico’s situation was
made worse by the fact that the Mexican peso
faced a significant amount of volatility in the
lead-up to the election, and depreciated
strongly versus the US dollar following the
election result.
Historically, a strong US dollar has created a
vicious cycle for emerging market countries. As
the dollar appreciates, the expectation is that
the debt will be harder to service, which drives
up bond yields, exacerbating the fear that
emerging market countries could struggle to
service debt, which causes the emerging market
currency to appreciate even further.
Making Strides to be Better Prepared
At highest risk to a strong appreciation in the US
dollar are countries that have a large current
account deficit and are reliant on foreign
financing. During the taper tantrum, markets
focused in particular on the ‘fragile five’
emerging economies, which include Brazil,
India, Indonesia, Turkey, and South Africa. The
five countries got their name from how
dependent they had become on foreign
financing. While all five of these countries
continue to have current account deficits, the
progress that each of these have made in
reducing the deficit over the past four years is
shown in the chart below. Given the reduction
in the deficits, these countries are now better
equipped to deal with a stronger US dollar, and
will face less volatility if we see volatility in the
strength of the US dollar.
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Chart 14: Current Account Deficits for the
‘Fragile Five’, 2012 and 2016

Chart 15: Outstanding Debt of Emerging
Market Economies Denominated in Domestic
Currency (Percent of Total Debt), 1995 - 2015

Source: The Capital Group

Now more than ever, emerging market
countries are making significant strides in
terms of either reducing their dependence on
US-dollar-denominated debt, or by improving
their foreign currency reserves if they remain
dependent on dollar-denominated debt. As a
result, these countries are better equipped to
weather the effects of lower capital flows and
are less vulnerable to the negative implications
of abrupt currency depreciations. Being able to
better react to an abrupt currency depreciation
allows the countries to harness the benefits of a
weaker currency, given that it can be of benefit
to consumption and employment, in turn
maintaining growth despite further falls in
capital flows.
The two charts below from a 2016 study by the
International Monetary Fund shows the
distribution of emerging market countries using
debt denominated in their local currencies, as
compared to the total debt. The charts show
that in terms of both government and nongovernment debt, emerging market economies
have become much more dependent on
domestically issued debt, which in turn, makes
emerging markets less vulnerable to currency
shocks. This makes emerging markets more
sensitive to changes in domestic interest rates
than to foreign ones.

Source: International Monetary Fund

The ‘taper tantrum’ spooked emerging market
equity markets, but it was certainly not to the
extent that the Asian financial crisis disrupted
markets in 1997. The ‘taper tantrum’ indicated
that we can expect short-term shocks to
consumer confidence and volatility in the stock
market, but emerging market economies are
much better placed to deal with shocks to their
respective currencies since 2013, and even
more so since the 1990s. Given that both the
improving economic landscape in the United
States and the potential for global reflation
driven by Trump, interest rates are projected to
increase over 2017, pushing the US dollar
higher. While still a concern for emerging
market countries, it is of considerably less
concern than it has been in the past.
Final Thoughts on the US Dollar
A stronger US dollar is not all bad news for
emerging market equity either. A stronger US
dollar increases the purchasing power of US
consumers, which is the largest consumer block
in the world. This has the potential to be of
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Much of the speculation surrounding the
potential appreciation of the US dollar is
contingent on how Trump goes about
implementing the policies that he has proposed.
His first weeks in office tell us that he is planning
to implement as many of his protectionist and
isolationist policies as possible. The caveat
though is that Trump has also addressed the
damaging effects of a very strong US dollar, in
that it can erode the profits of multi-national
companies, and makes American products
relatively more expensive than similar foreign
products. Trump told the Wall Street Journal a
few days before his inauguration, ‘Our
companies can’t compete with [Chinese
companies] now because our currency is too
strong. And it’s killing us.’ While Trump has
viciously called out countries that have
intentionally devalued their currencies, China in
particular, Trump has used rhetoric that would
suggest that having a weaker dollar is important
for the strengthening of the US economy that he
has envisaged. To what extent he would go to
achieve this is unclear.
Additionally, the potential for the US dollar to
appreciate is dependent on how successful he is
at implementing policies. The volatility of what
he has done in his first few weeks of office has
actually caused a depreciation of the US dollar
after the initial euphoria of a Trump rally wore
off. As per the US Dollar Index the US dollar
depreciated by 2.5% in January.

Chart 16: US and Emerging Market Cyclically
Adjusted Price/Earnings Ratio

Source: Research Affiliates

Despite the rally of emerging market equity
throughout 2016, emerging market equity still
appears relatively cheap, both when compared
to other equity markets, as well as when
compared to long-term historical averages. In
the chart below, we present the current (as of
end of January 2017) CAPE ratios for several
key equity markets, as compared to their
historical average and distributions. The US
equity market is very expensive compared to its
long-term averages, in the top quartile of the
measurement. Emerging market equity on the
other hand is still well below historical
averages, only just above its all-time low.
Chart 17: CAPE Ratios and Distribution for
Several Key Markets
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1.5 Valuations
Attractive

Remain

The poor performance of the emerging market
equity asset class from 2011 to the start of 2016
was reflected in valuations, in particular the
cyclically adjusted Price/Earnings ratio (CAPE),
also known as the Shiller ratio, which is based
on average earnings over 20 years, adjusted for
inflation. The chart below shows the divergence
between the emerging markets CAPE and the US
stock market CAPE from 2011 to the end of
2015. The emerging markets CAPE declined
steadily, almost to levels seen during the depths
of the global financial crisis, while the US stock
market CAPE increased steadily over this
period, back to pre-financial crisis levels.
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Source: Research Affiliates, Whitehelm Advisers
Note: EAFE represents developed overseas equity but
excludes the United States and Canada.

This is important because the CAPE ratio has
historically been a strong predictor of
subsequent performance over the next decade.
When markets look cheap on this measure, they
have tended to outperform, while when markets
have looked expensive, they have tended to
underperform.
It should be noted that this valuation is only
useful for predicting subsequent performance
over the relatively long time period of 10 years.
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It begs the question as to if this is a function of
the asset class. Is emerging market equity
structurally cheaper than its developed
overseas equity peer? The distribution in the
chart above shows that that is not the case,
given that the emerging markets’ P/E
distribution is not drastically different to that of
the United States or for the international
market. Could it be that because different
equity benchmarks have different sectoral
distributions, and given that different sectors
typically have different levels of expensiveness,
emerging market equity is typically cheaper?
The two charts below show that this is not
necessarily the case. The first chart compares
the sector distributions of the US equity index
and the emerging market equity index. The
distributions are relatively similar, aside from
emerging markets being more heavily tilted
towards information technology and financials.
The second chart shows that the P/E ratio is
higher in the United States than in emerging
markets across all sectors, so the relative sector
weighting is not the determining factor of the
emerging market equity’s relative cheapness.
Chart 18: US and Emerging Market Sector Splits
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Source: MSCI, S&P, Whitehelm Advisers
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Chart 19: US and Emerging Market P/E Ratios
by Sector
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It has practically no use in predicting turning
points and for market timing decisions. Markets
can go on to become more expensive for some
time (good news for emerging market equity
investors), or to continue to underperform and
become even cheaper. Nevertheless, the large
valuation difference between emerging and
developed markets is supportive of the
likelihood of emerging market outperformance
over the medium to long term.
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Capital Outflows Suggest a Good Buying
Opportunity
Following the election of Donald Trump in
November, approximately US$11 billion in
bonds and equities left Asia alone in just two
weeks. The strong appreciation of the US dollar
was the main driver of this, as speculation as to
the outlook of the emerging market space ran
rampant. The outflows do have the potential to
continue, although the quantum will likely be
much less than during the taper tantrum
because
of
the
improving
economic
fundamentals in many emerging market
countries (as discussed in the first half of this
feature article).
Nevertheless, given the investment flow and
momentum driven nature of emerging markets,
these outflows serve as a contrarian buy signal
for emerging markets. Periods where ‘hot
money’ has been flowing into emerging
economies have tended to be followed by poor
performance, while capital outflows have in the
past provided opportunities.
Earnings Growth Tipping in the Favour of
Emerging Markets
Alongside the attractive earnings of the
emerging market equity asset class versus its
developed market peers, earnings growth is
also appearing to be tipping the same way. The
earnings projections for emerging market
equities appear to be superior to that of
developed market equities, given that the
fundamentals of the emerging market countries
and companies have been improving. As
earnings growth is typically a driver of equity
market returns, this is obviously another
contributing factor to the relatively positive
outlook for the asset class.
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On many occasions in the past, companies in
emerging market countries have made poor
choices in allocating capital, which has made
investors less willing to pay a premium for
future earnings. It appears, however, that the
frequency of negative earnings revisions
appears to be slowing and in some cases,
earnings are being revised higher. Many
emerging market companies have chosen to
make profitability a priority, rather than just
acting in the interest of its home country. This
has been seen in the stabilisation of earnings
expectations in 2016, and taking it further to
earnings growth in 2017.
The chart below shows the return on equity for
the MSCI Emerging Markets Index and the MSCI
World Index. Profitability of emerging market
companies has been on a downward trend for
over five years, while it was fairly flat across the
world from 2010 to 2014. Since 2014 however,
profitability has been falling, to the point that
the year ended with the return on equity for the
two indices almost on par with each other. What
is important however is that the profitability for
emerging market companies appears to have
bottomed out and is starting to tick back up,
while for the world as a whole, profitability
appears to be on a downward slide.
Chart 20: Return on Equity, 2006 - 2016

1.6 Emerging
Infrastructure

Market

Throughout this feature article, we have
discussed how the investment opportunities
that exist in emerging markets compare to those
in developed markets, primarily when it comes
to listed equities. The improving economic
fundamentals of many emerging market
countries, resulting from significant reforms
undertaken over the past several years,
favourable demographics, and attractive
valuations and earnings growth make investing
in emerging market equities very appealing
relative to developed market equities. How
does this comparison hold up when we consider
investments in emerging market infrastructure
relative to those in developed market countries?
A significant deficit of infrastructure in
emerging market countries has opened the door
to an investment potential upwards of a trillion
dollars in these regions. As a result, emerging
market infrastructure appears to be an exciting
opportunity for investors. That said, there are
many considerations that need to be made
when investing in emerging market
infrastructure that do not need to be delved into
to the same extent as for developed market
infrastructure investments. For example, the
traditional definition of infrastructure lends
itself to the characteristics of robust regulation,
a focus towards brownfield assets, and high
cash flow, to name a few. As we will discuss in
this section, the underlying characteristics of
investing in emerging market infrastructure
differ from these prominent developed market
infrastructure characteristics. As a result,
careful consideration and an understanding of
the risks are critical.
The Risks Cannot be Overlooked

Source: Franklin Templeton

Throughout this section, we have discussed why
the emerging market equity asset class remains
attractive, per its valuations, earnings growth,
and the recent capital outflows from the sector.
A rebound in corporate earnings for emerging
market companies will help support the
currently cheap valuations, particularly in
relation to developed market equities.
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Emerging markets, by their very definition
suggest that sovereign risk is higher risk than
developed markets. As a result, the revenue
guaranteed by an emerging market government
to the investor already attracts a significant risk
premium over that of the developed world.
Furthermore, by their very nature, these
countries are emerging democracies with a
shorter track record of stability and
transparency surrounding legal, regulatory, and
tax frameworks. This lack of transparency can
lead to corruption taking centre stage. The
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proximity with which the government provides
assurance to capital providers in OECD
countries can potentially have the inverse
correlation in emerging markets. A number of
emerging market countries are mindful of these
risks (both real and perceived) and the
importance of dealing with these issues. Critical
here is the importance of assessing countries on
an individual basis.

Finally,
Environmental
and
Social
Responsibility (ESG) costs and risks are
magnified, as the regulations and the
enforcement of them are almost always inferior
to foreign capital home market. ESG compliant
foreign capital requirements will force an
increase in overall costs and timing, which can
potentially put these consortiums at a
disadvantage to local consortiums.

As we have already discussed, the favourable
demographics of emerging market countries
should underpin robust future growth rates
versus their developed market peers. That said,
the rapidly growing middle class will also place
undue
stress
on
already
antiquated
infrastructure. The majority of infrastructure
opportunities in emerging markets are
greenfield rather than brownfield. Whilst
infrastructure investors are comfortable with
development and construction risk in
developed market investments, the complexity
of development risk in emerging markets is
magnified because of the shorter track record
and less transparency surrounding legal,
regulatory, and tax frameworks as just
discussed.

Comprehensive Due Diligence is Critical

Land acquisition also remains a real challenge.
The majority of emerging market countries do
not have a central database for land titles, so
acquiring land (which is necessary for
infrastructure development) is a complex and
lengthy process with frequent stumbling blocks,
including court challenges by multiple owners
claiming land ownership. Even when the
government regulation may appear quite
straightforward, the media scrutiny of
repossessing land from lower socio-economic
groups means politicians lack the will to enforce
the law.
Emerging market debt and capital markets are
relatively undeveloped as compared to the
developed world. Traditionally, infrastructure
is able to attract a lower cost of capital by
utilising project finance and mitigating known
financial risk through the use of capital markets
instruments (inflation, fixed/floating, foreign
exchange swaps, to name a few). Unfortunately,
in emerging markets, the lack of depth and
sophistication in financing markets means
increased financial risk borne by equity
sponsors.
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The risks discussed above paint the emerging
market infrastructure investment space as a
‘glass half empty’ picture, when in reality, the
risks associated with emerging market
infrastructure are different to those for
developed markets. As the name of the asset
class suggests, it is an emerging space, one that
is exciting and dynamic, and presents a trilliondollar investment opportunity. That said, its
risk profile is more akin to the risk-reward
profile of private equity (high risk and high
reward), so as a result, investors need to
reframe their due diligence and asset
management frameworks.
In traditional infrastructure, the focus on due
diligence is on asset quality and maintenance to
ensure long duration assets achieve the limits of
their useful life. However, when assessing
greenfield projects, the inquiry has to be more
targeted
towards
the
macroeconomic
environment, including the relevant legal and
regulatory frameworks, to ensure that
execution risk is manageable. Additionally,
focus needs to be centred on the strength of the
local management team’s ability to manage the
growth. Such investments actually come with a
greater dependence on local management
teams, given that high growth economies are
typically dealing with rapidly evolving policy
and regulatory frameworks. The management
teams need to be able to adapt to the
surrounding environment across political,
social, regulatory, and economic spheres.
In developed markets, the stability and
predictability of a low growth and high cash
flow infrastructure asset allows the investors to
generate additional returns through increasing
leverage.
Higher returns are essentially
compensation for higher financial risk.
Emerging market infrastructure is dominated
by high growth and low cash flow as capital is
reinvested to promote organic growth. The
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higher returns associated with emerging
markets are compensation for taking on
additional market risk driven by the execution
risk on business plans. Leverage is typically
lower in emerging markets, as in many cases, it
is not available in the same form due to the lack
of depth and sophistication in domestic finance
markets.
Aside from patronage assets (for example,
airports, toll roads, and ports), infrastructure
investors in developed countries prefer to have
lower exposure to GDP cyclicality to ensure
downside risks are low. In emerging markets,
patronage assets in sectors that are highly
exposed to GDP are typically the most attractive
as one of the key advantages of emerging
markets is the high growth rates. Logically, an
investor who decides to invest in emerging
markets should be positioned to benefit from
this upside. Furthermore, the returns on GDPlinked assets more closely resemble the
favourable characteristics of emerging markets,
including rapid GDP growth, urbanisation, and a
growing middle class.
Cautiously Optimistic
As we have outlined throughout this feature
article, investing in emerging market equities
presents an attractive opportunity relative to
developed market equities. Investing in
emerging market infrastructure is different to
developed market infrastructure altogether,
both because of the risks that come with the
former, and the amped up due diligence that it
requires. That said, we are cautiously optimistic
about the asset class, provided that the volume
and magnitude of the risks are not overlooked,
and the proper due diligence is performed. It is
a space that we will continue to keep a close eye
on.

1.7 Conclusion
Emerging market economies get their name
because they are still in the process of
emergence onto the global stage, and with that
comes growing pains and learning curves.
Additionally, emerging market economies are
particularly sensitive to commodity prices,
structural and financial reform, and the state of
geopolitical affairs. Investing in emerging
market equities involves having a risk tolerance
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that requires being able to stomach an inherent
amount of volatility that comes with the asset
class.
The Fed was already on course to increase the
federal funds rate over the course of 2017, and
the election of Donald Trump will likely only
increase the fury with which the Fed acts. As we
have discussed, interest rate increases and a
stronger US dollar have typically created
significant headwinds for emerging market
economies, yet they are better equipped to deal
with this than they have ever been. The taper
tantrum in 2013 opened emerging market
economies’ eyes to the pain that can be caused
by being too reliant on foreign capital and US
dollar-denominated debt, and as a result, are
now better prepared by relying more heavily on
domestically issued debt.
Additionally, the election of Trump has been the
trigger for shifting the market thematic from
being primarily dependent on monetary policy
decisions from the world’s central banks, to one
now more dependent on signs of growth and
inflation. Growth and inflation in the developed
world has historically played in the favour of
emerging markets.
For super funds with a strategic overweight
relative to peers to emerging market equities,
2016 would have a good year, as emerging
market equity performed strongly, returning
close to 12% in Australian dollar terms. While
emerging market equities may not be able to
repeat the strong performance of 2016 in 2017,
the outlook for the space continues to look
favourable. Should emerging market equity
perform well in the near and long term, this will
also be of benefit to the global equity and real
return allocations because of their underlying
exposures to this space.
We do not want to play down the risks of
investing in emerging market equity, because
the risks are certainly big ones. So much is
contingent on commodity prices, the success or
failure of reform implementation, and Trump.
Performance in emerging market equity (or in
any asset class for that matter) is hard to predict
in the short term, however further market
volatility is likely.
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U.S. state securities law. The securities may not be offered or sold within the United States or to, or for the account or benefit of, any U.S. Person (as such terms are
defined in Regulation S under the Securities Act), except pursuant to an exemption from, or in a transaction not subject to, the registration requirements of the
Securities Act. Any failure to comply with these restrictions is a violation of U.S. federal or applicable state securities laws.
The securities have not been recommended by, and this document has not been filed or registered with, any United States federal or state securities commission,
including, but not limited to, the United States Securities and Exchange Commission or any United States or other statutory or regulatory authority. Furthermore,
the foregoing authorities have not passed upon the merits, confirmed the accuracy or determined the adequacy of this document or the information contained
herein. Any representation to the contrary is a criminal offence.
C ANADA
This document is not, and under no circumstances is to be construed as, an advertisement or a public offering of the securities described in this document in
Canada. No securities commission or similar authority in Canada has reviewed or in any way passed upon this document or the merits of the securities described
in this document, and any representation to the contrary is an offence.
D ISTRIBUTION IN THE UK AND E UROPEAN E CONOMIC A REA
Neither this presentation nor any accompanying letter or any other document have been delivered for approval to the Financial Conduct Authority in the United
Kingdom and no prospectus (within the meaning of section 85 of the Financial Services and Markets Act 2000 (FSMA)) has been published or is intended to be
published in respect of the securities. This document does not contain or constitute, and should not be construed as, an offer to sell or the solicitation of an offer to
buy securities in the European Economic Area.
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