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The prospect of stabilizing commodity prices and improving corporate earnings has helped rebuild investor
interest in emerging markets over the past year. But returning investors may find the constituents of today’s
emerging markets are very different from those of the past. I've invited my colleague Carlos Hardenberg to share
some of his experiences of how emerging markets are not just emerging but evolving, too.

When we look at the emerging-market companies in which we invest today, they are worlds away from the
companies we were analysing a decade or two ago.

The landscape of emerging-market corporations in general has undergone a significant transformation from the
often plain-vanilla business models of the past that tended to focus on infrastructure, telecommunications, classic
banking models or commodity-related businesses, to a new generation of very innovative companies that are
moving into technology and much higher value-added production processes.

Furthermore, we’'re starting to see the establishment of some very strong globally represented brands which
originate from emerging-market countries.

Back in the late 1990s, when | was starting out in the emerging-market investing world, technology-oriented
companies made up only around 3% of the universe, as represented by the MCSI Emerging Markets (EM) Index.1

Even six years ago, information technology (IT) represented less than 10% of investable companies in the index.2
Much has changed since then.

Today, around a quarter of the MSCI EM Index is in the IT sector, which includes hardware, software, components
and suppliers.


http://emergingmarkets.blog.franklintempleton.com/pdf.php?p=9740#_ftn1
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And while much of this activity is originating in Asia, including Taiwan, South Korea and increasingly China, we
are also seeing similar developments in Latin America, Central and Eastern Europe and even Africa.

The IT sector can be a difficult space to understand and value. Business models are rapidly changing as they
adapt to the shifting demands of consumers, and respond to new environmental requirements. Thus, one needs
to spend more time understanding and evaluating individual companies before investing in the right stocks, also
based on desired risk tolerance.

Currently, we have identified opportunities among some larger-sized companies, but tend to generally favour
mid-sized companies we think have the potential to outgrow the market as a whole. We look for companies we
believe have the ability to adapt more efficiently and are more flexible in adjusting to a fast-changing
environment, run by flexible and well-incentivised management teams.

The Value of Active Management in Emerging-Market Investing

While there has been a considerable evolution in the emerging-market investing universe over the last decade,
we remain adamant in our belief that emerging markets remain an investment asset class in which active
management should play a vital role for a number of reasons.

Emerging markets tend to have their own business rules and regulations which affect companies, corporations
differ largely in their attitude towards minority investors, governance standards vary significantly and local
intricacies determine consumer trends and habits. We often need to develop fairly close relationships to gain a
better understanding of business prospects and find successful management teams that respect the rules.

We think these factors could be an important consideration as attention returns to emerging markets on the back
of the generally improving performances we have seen in these markets recently.


http://mobius.blog.franklintempleton.com/wp-content/uploads/2017/03/01317_CarlosRising4.png
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After more than three years of languishing at depressed levels, earnings in emerging-market companies are
showing signs of recovery, and that is reflected in the attitudes of companies and their management as well as in
their financial data.
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Recently, on a trip to Dubai, my team and | met a range of companies from Africa, the Middle East and other
emerging markets, which were far more confident and open in sharing their outlook for the next 12-to-24 months.

Even in regions that are still going through a phase of adjustment and rebalancing, we see improving visibility
and increasingly evident robust underlying economic conditions such as low debt, stabilizing commodity markets,
reduced currency volatility and improving consumer confidence.

After a relatively bleak period for emerging markets, it seems that many of the factors that have attracted
investors to the asset class, including stronger earnings growth, higher gross domestic product growth levels and
far more attractive consumer trends, may be coming back into play.

Carlos Hardenberg’s comments, opinions and analyses are for informational purposes only and should not be
considered individual investment advice or recommendations to invest in any security or to adopt any investment
strategy. Because market and economic conditions are subject to rapid change, comments, opinions and
analyses are rendered as of the date of the posting and may change without notice. The material is not intended
as a complete analysis of every material fact regarding any country, region, market, industry, investment or
strategy.
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All investments involve risks, including the possible loss of principal. Investments in foreign securities involve
special risks including currency fluctuations, economic instability and political developments. 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. Stock prices fluctuate, sometimes rapidly and dramatically, due to factors affecting
individual companies, particular industries or sectors, or general market conditions.

1. Source: MSCI. The MSCI Emerging Markets Index captures large- and mid-cap representation across 23
emerging -market countries. Indexes are unmanaged, and one cannot directly invest in an index. They do not
include fees, expenses or sales charges. See www.franklintempletondataservices.com for additional data provider
information.

2. Ibid.
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