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Resetting Expectations

The Opportunity in Actively Managed
Emerging Market Investing

Today’s Emerging Markets
universe is nothing like it was
when the MSCI EM Index was
first conceived in 1988.

Back then, the world was one year away
from the fall of the Berlin Wall. China
and Vietnam were engaged in a series

of conflicts that would cease in 1991.
Sheikh Zayed Road in Dubai — now home
to the majority of Dubai’s skyscrapers —
was a desert strip. Much has changed,

from how global trade is conducted
to the interrelationship between
nations. Everything, except for the
Index’s methodology.

Stefan Bottcher and Dominic Bokor-
Ingram, Senior Portfolio Managers of Fiera
Capital’'s OAKS EM Select Strategy, set out
their expectations for emerging markets
and frontier economies today. Noting
what they describe as a “perception-
reality gap”, Bottcher and Bokor-Ingram
suggest that shifting fundamentals

driving the asset class and a growing pool

of smaller emerging markets securities
presents an opportunity for active,
bottom-up investors to exploit under-
researched and subsequently mispriced
stocks. The belief that investors allocate
their capital into emerging markets to
gain exposure to higher economic growth
still holds true. However, through reliance
on passive indexes with a flawed market
capitalization methodology, investors are
overlooking an entire universe of under-
owned listed companies in high-growth
emerging markets and frontier economies
with superior return characteristics.
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Understanding the Context
of Emerging Markets

Over the last three-and-a-half decades,
emerging markets investing has
experienced explosive growth. The MSCI
Emerging Markets Index is a helpful
proxy. In 1998 the MSCI EM Index
consisted of 10 countries with an equity
market capitalisation of US$15 billion.
By 2020, this grew to 26 countries
totalling an equity market capitalisation
of US$6.4 trillion representing 45% of
global GDP', with forecasts indicating that
emerging markets will surpass the U.S.
market by equity market cap by 2030.2

Although emerging markets are presented
as a homogeneous category, each country
offers a unique opportunity set. Arguably,
bundling together emerging markets into
one uniform asset class has limited their
investment potential. This hasn’t been
helped by the lack of an agreed definition.
And neither are emerging markets and
frontier economies fully appreciated by
the MSCI EM Index, which, through a

lack of recalibration, is now overweight in
favour of six countries (China, India, Korea,
Taiwan, Brazil and South Africa) that
comprise 80% of the Index.

MSCl's assertion that it “create[s]

indexes that are designed to adapt to the
dynamic nature of the emerging markets
opportunity set”, overlooks the growing
imbalance between the "Big Six” and those
labelled as “other emerging markets”.

1 MSCI/ Acadian
2 Goldman Sachs
3 University of Bath

Passive v Active

It is our view that passive exposure to
emerging markets is fundamentally
misaligned with what investors in emerging
markets want, which is to allocate capital
to geographies posting stronger economic
growth. The corollary is that investors
looking to diversify their portfolio through
exposure to emerging markets are, in fact,
highly exposed to the Big Six.

This imbalance presents an opportunity for
active investment managers and capital
providers. Outside of the Big Six markets,

in smaller emerging and frontier markets,
there are some 19,700 listed stocks across
78 exchanges that are increasingly under-
researched and under-owned by virtue of
their obscurity. The introduction of MiFID Il
regulations has deepened these two trends.?

Investors are overlooking opportunities
beyond major markets to generate
alpha where stocks are inappropriately
valued, either through short-term or
thematic considerations.

When we refer to “short-term or thematic
considerations”, we're also describing a
perception-reality gap within investment
biases. Investors look to allocate to
emerging markets in the recognition

that a strong correlation exists between
economic growth and political, economic
and/or financial market reform. Despite
this, reform in smaller emerging and
frontier markets and its effect on
economic growth has not seen to be
correlated with the growth of companies
that can take advantage of it.

Exploiting Market
Inefficiencies

These factors, broadly:

1. Adisproportionate weighting
of the MSCI EM Index in favour
of the Big Six;

2. Afailure of passive indexation
to track exposure to relative
GDP growth and company
earnings growth;

3. Under-research and under-
ownership of smaller emerging
market securities, influenced by
MiFID II; and

4. A perception-reality gap in the
relationship between economic
growth, corporate growth
and reform.

Have coincided to create inefficiencies
within the emerging and frontier
markets universe.

“Inefficiencies” translate as mispricing
within smaller emerging market
securities. The function of active investing
in these under-owned listed stocks
is that —on a granular level - we can
identify a dislocation in valuation where
well-managed companies with robust
business models, sustainable growth in
cashflow and earnings; that are capable of
generating attractive returns on invested
capital, are priced at a discount.
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The Reform Thesis -
FED-Proof Emerging Markets

Not every small emerging market

or frontier economy will exhibit the
same opportunity set at a similar
frequency or intensity. It is our house
view that companies growing strong in
economies that are growing strongly
will exhibit the greatest mispricing.

For that reason, our special interest
is in emerging markets and frontier
economies that are actively pursuing
reform. These are countries where

a “catch-up” is occurring as a result
of delayed or artificially suppressed
economic growth, or a process

of divestment and diversification
creates opportunity.

There are numerous examples: Polish
equities have grown by 42% despite
the Russia-Ukraine Crisis. This growth
is due to its low labour cost base,

which has attracted global businesses
relocating from China. Similarly, Mexico
has experienced a 35% growth fuelled
by the trend of nearshoring. Saudi
Arabia’s market has grown by 28.5%
due to the successful execution of their
Vision 2023 plan, while Indonesia has
experienced a growth of 33% following
an effective fiscal and monetary

policy aimed at curbing inflation and
revamping consumption rates.

In particular, these countries tend

to be relatively insulated from the
effects of lower Federal Reserve rate
changes by virtue of control over their
monetary and fiscal policies, currency
denomination, economic diversification
and their foundational role in global
supply chains.

House Focus for 2024

2024 brings a new series of challenges for public markets.
At the same time, there are trends that we are seeing that
we believe have been so-far overlooked, notably:

1. The economic recovery in Greece, spearheaded by its
banking sector

2. The non-oil economic development in the Middle East
throughout the United Arab Emirates and Saudi Arabia,
underpinned by social and government reform

3. The rise of Kazakhstan in the energy transition, benefitting
from its role in uranium extraction

. Urbanisation in ASEAN nations, growing financial
and consumer industries in Indonesia, Vietnam, and
the Philippines.

We will also closely monitor emerging market geographies
where rapid reform is occurring, including:

5. Mexico, due to the nearshoring activities taking place there
and increasing rental rates for the currently limited industrial
property capacity

. Poland, as it is set to achieve GDP of over $1 trillion by
2028 from its comparative advantage in skilled labour costs,
industrial capabilities and growing middle class

/. The maritime sector, as the day rates for leasing ships will
be supported by the growing age of global fleets navigating
through our markets

8. Turkey, if the Turkish Central Bank can improve the current
top-down picture, boosting investor appeal for attractive
businesses present from a bottom-up perspective.
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Important Disclosure

Fiera Capital Corporation (“Fiera Capital”) is a global independent asset
management firm that delivers customized multi-asset solutions across
traditional and alternative asset classes to institutional, retail and private wealth
clients across North America, Europe and key markets in Asia. Fiera Capital trades
under the ticker FSZ on the Toronto Stock Exchange. Each affiliated entity (each
an “Affiliate”) of Fiera Capital only provides investment advisory or investment
management services or offers investment funds in the jurisdictions where the
Affiliate and/or the relevant product is registered or authorized to provide services
pursuant to an exemption from registration.

This document is strictly confidential and for discussion purposes only. Its
contents must not be disclosed or redistributed directly or indirectly, to any
party other than the person to whom it has been delivered and that person’s
professional advisers.

The information presented in this document, in whole or in part, is not
investment, tax, legal or other advice, nor does it consider the investment
objectives or financial circumstances of any investor.

Fiera Capital and its Affiliates reasonably believe that this document contains
accurate information as at the date of publication; however, no representation

is made that the information is accurate or complete and it may not be relied
upon. Fiera Capital and its Affiliates will accept no liability arising from the use of
this document.

Fiera Capital and its Affiliates do not make recommendations to buy or sell
securities or investments in marketing materials. Dealing and/or advising
services are only offered to qualified investors pursuant to applicable securities
laws in each jurisdiction.

Past performance of any fund, strategy or investment is not an indication
or guarantee of future results. Performance information assumes the
reinvestment of all investment income and distributions and does not
account for any fees or income taxes paid by the investor. All investments
have the potential for loss. Target returns are forward-looking, do not
represent actual performance, there is no guarantee that such performance
will be achieved, and actual results may vary substantially.

This document may contain “forward-looking statements” which reflect the
current expectations of Fiera Capital and/or its Affiliates. These statements reflect
current beliefs, expectations and assumptions with respect to future events

and are based on information currently available. Although based upon what

Fiera Capital and its affiliates believe to be reasonable assumptions, there is no
guarantee that actual results, performance, or achievements will be consistent
with these forward-looking statements. There is no obligation for Fiera Capital
and/or its Affiliates to update or alter any forward-looking statements, whether as
a result of new information, future events or otherwise.

Strategy data such as ratios and other measures which may be presented herein
are for reference only and may be used by prospective investors to evaluate and
compare the strategy. Other metrics are available and should be considered prior
to investment as those provided herein are the subjective choice of the manager.
The weighting of such subjective factors in a different manner would likely lead to
different conclusions.

Strategy details, including holdings and exposure data, as well as other
characteristics, are as of the date noted and subject to change. Specific holdings
identified are not representative of all holdings and it should not be assumed that
the holdings identified were or will be profitable.

Certain fund or strategy performance and characteristics may be compared

with those of well-known and widely recognized indices. Holdings may differ
significantly from the securities that comprise the representative index. It is

not possible to invest directly in an index. Investors pursuing a strategy like an
index may experience higher or lower returns and will bear the cost of fees and
expenses that will reduce returns, whereas an index does not. Generally, an index
that is used to compare performance of a fund or strategy, as applicable, is the
closest aligned regarding composition, volatility, or other factors.

Every investment is subject to various risks and such risks should be carefully
considered by prospective investors before they make any investment decision.
No investment strategy or risk management technique can guarantee returns

or eliminate risk in every market environment. Each investor should read all
related constating documents and/or consult their own advisors as to legal, tax,
accounting, regulatory, and related matters prior to making an investment.

The ESG or impact goals, commitments, incentives and initiatives outlined in
this document are purely voluntary, may have limited impact on investment
decisions and/or the management of investments and do not constitute a
guarantee, promise or commitment regarding actual or potential positive
impacts or outcomes associated with investments made by funds managed by
the firm. The firm has established, and may in the future establish, certain ESG or
impact goals, commitments, incentives and initiatives, including but not limited
to those relating to diversity, equity and inclusion and greenhouse gas emissions
reductions. Any ESG or impact goals, commitments, incentives and initiatives
referenced in any information, reporting or disclosures published by the firm are
not being promoted and do not bind any investment decisions made in respect
of, or stewardship of, any funds managed by the firm for the purposes of Article
8 of Regulation (EU) 2019/2088 on sustainability-related disclosures, in the
financial services sector. Any measures implemented in respect of such ESG or
impact goals, commitments, incentives and initiatives may not be immediately
applicable to the investments of any funds managed by the firm and any
implementation can be overridden or ignored at the sole discretion of the

firm. There can be no assurance that ESG policies and procedures as described
herein, including policies and procedures related to responsible investment or
the application of ESG-related criteria or reviews to the investment process will
continue; such policies and procedures could change, even materially, or may not
be applied to a particular investment.

United Kingdom: This document is issued by Fiera Capital (UK) Limited, an
affiliate of Fiera Capital Corporation, which is authorized and regulated by the
Financial Conduct Authority. Fiera Capital (UK) Limited is registered with the US
Securities and Exchange Commission (“SEC”) as investment adviser. Registration
with the SEC does not imply a certain level of skill or training.

United Kingdom - Fiera Real Estate UK: This document is issued by Fiera Real
Estate Investors UK Limited, an affiliate of Fiera Capital Corporation, which is
authorized and regulated by the Financial Conduct Authority.

European Economic Area (EEA): This document is issued by Fiera
Capital (Germany) GmbH (“Fiera Germany”), an affiliate of Fiera Capital
Corporation, which is authorized and regulated by the Bundesanstalt fir
Finanzdienstleistungsaufsicht (BaFin).

United States: This document is issued by Fiera Capital Inc. (“Fiera U.S.A."), an
affiliate of Fiera Capital Corporation. Fiera U.S.A. is an investment adviser based in
New York City registered with the Securities and Exchange Commission (“SEC”).
Registration with the SEC does not imply a certain level of skill or training.

United States - Fiera Infrastructure: This document is issued by Fiera
Infrastructure Inc. (“Fiera Infrastructure”), an affiliate of Fiera Capital
Corporation. Fiera Infrastructure is registered as an exempt reporting adviser with
the Securities and Exchange Commission (“SEC”). Registration with the SEC does
not imply a certain level of skill or training.

Canada

Fiera Real Estate Investments Limited (“Fiera Real Estate”), a wholly owned
subsidiary of Fiera Capital Corporation is an investment manager of real estate
through a range of investments funds.

Fiera Infrastructure Inc. (“Fiera Infra”), a subsidiary of Fiera Capital
Corporation is a leading global mid-market direct infrastructure investor
operating across all subsectors of the infrastructure asset class.

Fiera Comox Partners Inc. (“Fiera Comox"), a subsidiary of Fiera Capital
Corporation is a global investment manager that manages private alternative
strategies in Private Credit, Agriculture and Private Equity.

Fiera Private Debt Inc. (“Fiera Private Debt”), a subsidiary of Fiera Capital
Corporation provides innovative investment solutions to a wide range of investors
through two distinct private debt strategies: corporate debt and infrastructure debt.

Please find an overview of registrations of Fiera Capital Corporation and certain of its
subsidiaries here: https://www.fieracapital.com/en/registrations-and-exemptions.



https://www.fieracapital.com/en/registrations-and-exemptions

