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We	at	Templeton	Emerging	Markets	Group	believe	high	economic	growth	rates	will	remain	a	key	attraction	of
many	emerging	markets	in	2015.	Even	with	major	economies	like	Brazil	and	Russia	slowing	down,	overall
economic	growth	in	emerging	markets	during	2015	is	expected	to	be	comfortably	in	excess	of	developed
markets,	with	China	and	India	likely	to	drive	the	Asian	region	to	particularly	strong	growth.

Moreover,	many	emerging	markets,	among	them	China,	India,	Indonesia,	Mexico	and	South	Korea,	have
announced	or	embarked	upon	significant	reform	measures	that	differ	in	details	but	are	generally	aimed	at
sweeping	away	bureaucratic	barriers	to	economic	growth,	encouraging	entrepreneurship	and	exposing	inefficient
industries	to	market	discipline.	Most	are	also	looking	to	rebalance	economic	activity	away	from	export-	and
investment-heavy	models	to	become	more	oriented	toward	consumer	demand.
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The	Association	of	Southeast	Asian	Nations	(ASEAN)	economic	community	planned	for	2015,	which	will	bring	10
economically	diverse	Southeast	Asian	countries	together	into	a	single	economic	organization,		represents	another
strand	of	reform	in	which	more	technologically	advanced	emerging	economies	are	becoming	increasingly
interconnected	with	less-developed	neighbors	who	possess	resources	of	low-cost	labor	and	commodities,	to	the
potential	benefit	of	both	groups.	The	reform	measures	have	had	some	short-term	costs,	but	we	believe	that,
should	governments	succeed	in	driving	them	through,	longer-term	benefits	could	soon	begin	to	feed	into
economic	growth	figures.	The	emphasis	on	market	discipline	could	also	create	a	closer	correspondence	between
emerging-market	growth	and	corporate	profitability.

We	are	enthusiastic	about	the	potential	of	new	technology	to	accelerate	growth	trends,	with	some	Internet	and
mobile	communications-based	technologies	in	particular	offering	less-developed	countries	the	opportunity	to
potentially	leapfrog	generations	of	economic	change	in	more	mature	markets	and	move	directly	to	efficient
modern	systems.	(See	chart	on	global	smartphone	sales	below.)	This	factor	could	be	a	particularly	dynamic	driver
of	development	in	frontier	markets	that	include	much	of	Africa,	which	could	give	additional	impetus	to	markets
that	already	benefit	from	highly	favorable	demographics,	abundant	natural	resources	and	low	starting	points	in
terms	of	existing	per-capita	gross	domestic	product.

	

Potential	Challenges	Ahead
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We	do	not	disregard	issues	such	as	the	recent	weak	economic	performances	in	Brazil	and	Russia	as	well	as	the
market-unfriendly	direction	of	policy	in	those	countries,	nor	do	we	dismiss	the	potential	for	Chinese	military
assertiveness	in	the	South	China	Sea	to	create	tensions	or	the	profound	nervousness	displayed	by	investors	at
any	sign	that	US	monetary	policy	might	be	tightened.	However,	we	believe	both	Russia	and	Brazil	have	the
resources	to	bounce	back	strongly	should	more	appropriate	policies	be	adopted.	With	Russia	in	particular,	much
risk	already	has	been	discounted	in	exceptionally	low	equity	valuations	as	of	December-end,	though	the	Russian
government’s	unwillingness	to	soften	its	stance	toward	Ukraine	could	elicit	more	sanctions	that	result	in	a
negative	environment	for	investors,	among	other	potential	risks.	Chinese	maritime	assertiveness	should	be
placed	in	the	context	of	other	foreign	policy	moves	such	as	the	“Silk	Road”	initiatives	aimed	at	improving
relations	and	building	trade	with	neighboring	countries.

With	regard	to	developed-market	monetary	maneuvers,	it	is	important	to	note	that	many	major	developed
countries	are	still	loosening	policy,	with	Japanese	quantitative	easing	likely	to	be	highly	significant	for	Southeast
Asia.	Recently,	exceptional	levels	of	money	creation	have	remained	largely	outside	real	economies	as	the
velocity	of	money	has	slowed	sharply,	evidenced	by	the	declining	loan-to-deposit	ratios	of	banks	in	the	United
States,	Europe,	Japan	and	China.	As	banks	become	more	confident	and	resume	lending	activity,	stocks	of	newly
created	money	could	begin	to	influence	the	real	global	economy.

As	of	December-end,	the	favorable	trends	in	emerging	markets	appeared	under-recognized	in	equity	valuations
that	generally	stood	well	below	those	of	developed	markets.	Even	after	recent	rallies	in	some	emerging	markets,
they	continued	to	appear	relatively	attractive	to	us	in	relation	to	history,	particularly	if	very	low	bond	yields	and
interest	rates	for	savers	are	taken	into	account.	With	our	ground-up	stock	investment	research	metrics	continuing
to	identify	what	we	believe	are	attractive	long-term	investment	opportunities,	we	remain	optimistic	about	the
potential	of	emerging	markets.
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Mark	Mobius’s	comments,	opinions	and	analyses	are	personal	views	and	are	intended	to	be	for	informational
purposes	and	general	interest	only	and	should	not	be	construed	as	individual	investment	advice	or	a
recommendation	or	solicitation	to	buy,	sell	or	hold	any	security	or	to	adopt	any	investment	strategy.	It	does	not
constitute	legal	or	tax	advice.	The	information	provided	in	this	material	is	rendered	as	at	publication	date	and
may	change	without	notice	and	it	is	not	intended	as	a	complete	analysis	of	every	material	fact	regarding	any
country,	region	market	or	investment.

Data	from	third	party	sources	may	have	been	used	in	the	preparation	of	this	material	and	Franklin	Templeton
Investments	(“FTI”)	has	not	independently	verified,	validated	or	audited	such	data.	FTI	accepts	no	liability
whatsoever	for	any	loss	arising	from	use	of	this	information	and	reliance	upon	the	comments,	opinions	and
analyses	in	the	material	is	at	the	sole	discretion	of	the	user.	Products,	services	and	information	may	not	be
available	in	all	jurisdictions	and	are	offered	by	FTI	affiliates	and/or	their	distributors	as	local	laws	and	regulations
permit.	Please	consult	your	own	professional	adviser	for	further	information	on	availability	of	products	and
services	in	your	jurisdiction.

What	Are	the	Risks?

All	investments	involve	risks,	including	possible	loss	of	principal.	Foreign	securities	involve	special	risks,
including	currency	fluctuations	and	economic	and	political	uncertainties.	Investments	in	emerging	markets,	of
which	frontier	markets	are	a	subset,	involve	heightened	risks	related	to	the	same	factors,	in	addition	to	those
associated	with	these	markets’	smaller	size,	lesser	liquidity	and	lack	of	established	legal,	political,	business	and
social	frameworks	to	support	securities	markets.	Because	these	frameworks	are	typically	even	less	developed	in
frontier	markets,	as	well	as	various	factors	including	the	increased	potential	for	extreme	price	volatility,	illiquidity,
trade	barriers	and	exchange	controls,	the	risks	associated	with	emerging	markets	are	magnified	in	frontier
markets.


