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EMERGING MARKETS
Seek entry points and search for carry
The essential
After a challenging year for EM assets, we expect the economic and financial environment to improve
through 2019, and we see some possible entry points materialising in the second part of the year, when the
Fed tightening cycle will be close to an end. Exposure to trade dynamics, low external vulnerabilities and
margins of manoeuvre for policy actions will be the key factors to identifying the winners and losers in EM
in equity, fixed income and FX. Selection will remain the name of the game when investing in EM in 2019.

EM growth expected to reaccelerate vs DM in H2 2019 and 2020
We expect that the EM-DM growth differential will turn in favour of EM countries in the second half of 2019,
due to the likely deceleration in the US economic cycle and the mild reacceleration in the EM universe. As in
2018, the economic performance in EM will mainly be driven by domestic demand (household consumption and
investments), more than by external demand, barring any major disruption in the US-China trade relationship. On
fixed investments we could see some stabilisation/deceleration as a result of the trade tensions (already implemented
and planned) impacting business confidence and therefore investment decisions (i.e., in North Asia and Mexico).
Domestic projects, such as those related to filling infrastructure gaps — some already started in 2018 — will continue
in 2019 (i.e., in Indonesia and the Philippines).
On consumption, we see an overall benign inflation environment and economies running closer to their potential
reducing
the slack in the labour market, which should sustain household expenditure.
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Expected Return

If an additional $267bn is implemented (covering the full amount of China’s exports to the US), China will need
to pursue further reserve requirement ratio cuts, and possibly benchmark bank rates cuts, as well as more
aggressive fiscal policy and further RMB depreciation, to partially offset the potential damage. In addition,
the negative
contagious effects could come from possible shifts in the Chinese supply chain, which is deeply
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(if any) and transparent fiscal rules. On this front, we do not believe that Argentina’s fiscalData
target
as defined in the
revisited IMF plan is credible and affordable; at a certain point, it will need to be renegotiated. These buffers will
allow some countries to better navigate the late cycle environment.

EM bonds
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After a challenging year, we believe that conditions will progressively improve throughout 2019. In the first part
of the year, we still expect some pressure on the asset class, as the Fed will continue normalising its balance sheet
0.5 liquidity momentum, which is less favourable to risky assets. External
and raising rates, in the context of tighter
vulnerabilities have to be strictly monitored during the next few months, because tighter financial conditions
2.7 stress not only in the most vulnerable countries, responsible for idiosyncratic risks in 2018, but also
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at a broader level. In local currency (LC) debt, we see currency valuations as not particularly attractive for
the asset class, and we expect real rates to increase in 2019, although remaining slightly lower than the post
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also to the attractive yields offered to investors. Selection will be extremely important, with a strong focus
on debt sustainability, especially in the corporate sector. Finally, it is worth noting that some technical factors
2019 class next
2020year. In April, Chinese bonds will be included in the Bloomberg Barclays Global
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Aggregate Index. Foreigners now own only 2.3% of what is the third largest bond market in the world. Moreover,
in 2019 Gulf Cooperation Council (GCC) states will be added to JPM EM USD Sovereign Index. Including GCC
Source: Amundi Research as of 15 October 2018.
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sovereign debt could prove to be a major boost to the region, perhaps at the expense of high yielding countries.
Also in this case, as with China, global investors could see broadening the diversification set as an opportunity.

EM equities
EM equities this year have suffered multiple headwinds in terms of growth, liquidity tightening and higher US
rates. Some headwinds will remain in 2019: the tight Fed policy in H1, more hawkish EM central banks, the
decelerating global economy and ongoing trade issues. Moreover, 2019 is set to be another busy year for the
political agenda in EM and volatility will likely remain high. Also, the commodity outlook will likely be another
factor to watch: on one hand, the expected correction in oil prices in 2019 is negative for GEM equity overall, both
in terms of price and earnings and a net negative for oil exporters like Russia; on the other, lower oil prices can
partially offset the deceleration in global activity for oil importers such as India, the Philippines and Turkey. For
the broad GEM market, valuations are neutral/slightly cheap versus cyclical adjusted levels. This means that the
recent correction on GEM has been too abrupt and probably, even with a decelerating cycle, some upside could be
justified. Investors’ positioning is also not excessive on GEM and this could set a floor on the downside. In terms
of earnings expectations, we are more conservative than the market. Deceleration in EPS growth has already
characterised 2018. Considering that we see a not brilliant scenario for global demand, EM exports and oil, GEM
EPS is set to decelerate further; our internal forecasts for 2019 are low single-digit (+4%) and below IBES consensus
(close to +12%). Possible positive surprises could come from an ex-oil commodities rebound (both base metals and
agriculture) and from a USD trade-weighted depreciation vs EM FX, which has historically benefited EM EPS.
In terms of styles, we believe that value and, in particular dividend, will also be key factors to watch in 2019.
Dividend has been among the top performers YTD in GEM, in the context of increased risk perception. Many EM
companies are increasing their pay-out ratio and we think that dividend yield (DY) will remain in favour due to a
general repositioning towards a cyclical economic slowdown. DY is very high in Czech Republic, Turkey, Russia and
Taiwan but is increasing also in other countries such as Turkey, Indonesia, Philippines and China. Also in India DY
is improving but, despite the recent selloff, valuations are still a bit expensive. The other factor that should continue
outperforming in the late cycle is quality, mainly for companies with a high and stable return on equity (ROE). In
terms of forward ROE, we see good numbers for Indonesia, Turkey, Mexico and India, as well as some improvements
for Brazil.
All the elements described above (politics, trade disputes, commodities and earnings outlook) will determine the
winners and losers in EM equities. For this asset class some entry points will materialise, possibly in the second
part of the year, but a very selective approach will remain key to navigating the ongoing challenges. Our country
preferences for the next year are:
• In Asia, China, the Philippines, Indonesia and, partially, India. They show a good combination of supportive
fundamentals, valuations and macroeconomic solidity. In the case of Indonesia, external vulnerability has to
be closely monitored. India, Indonesia and the Philippines should benefit also from lower oil prices.
• In Latam, Brazil and Peru. In Brazil fundamentals improved in terms of valuations, expected profitability and
dividends, but some uncertainties surround the reform agenda that will be implemented by the new government.
• In EMEA, we are currently positive on Russia, on positive economic conditions and oil prices, but we are more
cautious for 2019 due to oil dynamics. Turkey appears quite attractive on the fundamental side but decelerating
growth due to the tight monetary policy imposed by FX fragilities will derail GDP growth in the next year. Our
base case is for a recession in 2019.

EM FX: drivers and outlook
We are still cautious on EM FX. It will be very important, in our view, to be selective among countries that show
EM FX supportive valuations. We continue to prefer the high carry/low volatile FX that are less exposed to external
vulnerabilities and with decent valuations (Ruble, Brazilian Real, Mexican Peso, Renminbi, Thai Baht, South Korean
Won, Indian Rupee).

USD outlook

We see a marginal appreciation of EM FX vs USD, mainly due to still undervalued
MXN and, in our view, to appreciation of the CNY (in case of no trade war escalation).
Repatriation of US corporate earnings will continue to put pressure on EM FX.

Real rates are expected to increase, due to the tightening bias among EM CB. On
US yields and EM real rates US rates, we expect that the US 10Y yield will remain flat for the next year, but every
sudden movement will be watched by investors and EM CBs seen as a risk for FX.
Trade disputes

In our base case, tensions on trade will remain but will not escalate. However, the
situation will not evolve in a linear way and probably these debates will provoke
some depreciation on FX in countries worried about domestic growth.

Role of Renminbi

We see an appreciation of CNY to 6.7 as it is taking a growing share of the world's
foreign exchange reserves, starting from Asian CBs. This view could be challenged in
case of trade escalation: further CNY weakness would hurt the rest of EM FX.
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Chief editor: Pascal Blanqué
Editor: Philippe Ithurbide
The MSCI information may only be used for your internal use, may not be reproduced or redisseminated in any form and may
not be used as a basis for or a component of any financial instruments or products or indices. None of the MSCI information
is intended to constitute investment advice or a recommendation to make (or refrain from making) any kind of investment
decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of
any future performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of
this information assumes the entire risk of any use made of this information. MSCI, each of its affiliates and each other person
involved in or related to compiling, computing or creating any MSCI information (collectively, the “MSCI Parties”) expressly
disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the
foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, special, incidental, punitive, consequential
(including, without limitation, lost profits) or any other damages. (www.mscibarra.com).
In the European Union, this document is only for the attention of “Professional” investors as defined in Directive 2004/39/EC
dated 21 April 2004 on markets in financial instruments (“MIFID”), to investment services providers and any other professional
of the financial industry, and as the case may be in each local regulations and, as far as the offering in Switzerland is concerned,
a “Qualified Investor” within the meaning of the provisions of the Swiss Collective Investment Schemes Act of 23 June 2006
(CISA), the Swiss Collective Investment Schemes Ordinance of 22 November 2006 (CISO) and the FINMA’s Circular 08/8 on
Public Advertising under the Collective Investment Schemes legislation of 20 November 2008. In no event may this material
be distributed in the European Union to non “Professional” investors as defined in the MIFID or in each local regulation, or in
Switzerland to investors who do not comply with the definition of “qualified investors” as defined in the applicable legislation
and regulation. This document is not intended for citizens or residents of the United States of America or to any “U.S. Person”,
as this term is defined in SEC Regulation S under the U.S. Securities Act of 1933. This document neither constitutes an offer to
buy nor a solicitation to sell a product, and shall not be considered as an unlawful solicitation or an investment advice. Amundi
accepts no liability whatsoever, whether direct or indirect, that may arise from the use of information contained in this material. Amundi can in no way be held responsible for any decision or investment made on the basis of information contained in
this material. The information contained in this document is disclosed to you on a confidential basis and shall not be copied,
reproduced, modified, translated or distributed without the prior written approval of Amundi, to any third person or entity in
any country or jurisdiction which would subject Amundi or any of “the Funds”, to any registration requirements within these jurisdictions or where it might be considered as unlawful. Accordingly, this material is for distribution solely in jurisdictions where
permitted and to persons who may receive it without breaching applicable legal or regulatory requirements. The information
contained in this document is deemed accurate as at the date of publication set out on the first page of this document. Data,
opinions and estimates may be changed without notice.
You have the right to receive information about the personal information we hold on you. You can obtain a copy of the information we hold on you by sending an email to info@amundi.com. If you are concerned that any of the information we hold on
you is incorrect, please contact us at info@amundi.com.
Document issued by Amundi, “société par actions simplifiée”- SAS with a capital of €1,086,262,605 - Portfolio manager regulated by the AMF under number GP04000036 – Head office: 90 boulevard Pasteur – 75015 Paris – France – 437 574 452 RCS
Paris – www.amundi.com
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