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Three things we’re thinking about today

We are optimistic that emerging markets, in particular Chinese 

equities, can post positive returns in 2023. Drivers of our optimism 

include:

1. China dismantles its zero-COVID policies: The removal of 

almost all COVID-19 restrictions in China is resulting in a wave 

of infections, with up to 80% of people in urban areas 

contracting the virus. As the wave subsides, economic activity 

is expected to normalize. Durable goods and financial services 

are likely beneficiaries of a resumption in normal patterns of 

human interaction and trade. A recovery in outward-bound 

tourism is expected to benefit economies in Asia, which prior to 

2020 were the prime beneficiaries of the large number of 

Chinese tourists.

2. Peak in US interest rates: Consensus expectations1 point to 

two further increases in the US federal funds rate in 2023. 

While the timing of eventual rate cuts remains uncertain, the 

peak in rate hikes is the first step on this journey. The US 

dollar has already reacted to expectations of a peak in 

interest rates in 2023, trending lower in recent months. US 

dollar weakness should benefit emerging market fund flows, 

reversing the outflows of recent years, which in turn is 

supportive of emerging market equities. 
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Exhibit 1: Emerging Market Country Performance
As of December 30, 2022

Sources: FactSet, MSCI. Note: Bubbles size reflect relative market capitalization, ex China, which is resized to 50% of actual market capitalization. Performance as represented by 
individual/respective MCSI country indexes. Indexes are unmanaged and one cannot directly invest in them. They do not include fees, expenses or sales charges. Past performance is not an 
indicator or a guarantee of future results. For illustrative purposes only and not reflective of the performance or portfolio composition of any Franklin Templeton fund.
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3. Acceleration in renewable energy investments: The “new 

normal” of elevated fossil fuel prices is likely to incentivize 

emerging markets to accelerate decarbonization efforts in 

order to reduce energy costs and meet their Paris Climate 

accord targets. This will create potential opportunities for 

emerging market investors. The battery industry—for both

electric vehicles and battery electric storage systems—as well as 

the solar industry, stand out. China and South Korea are at the 

forefront of new battery technologies, commanding 83% global 

market share between January-October 2022.2 India is also 

investing heavily in the solar industry as it seeks to become self-

sufficient in photovoltaic panel production. 

Exhibit 2: Earnings Per Share (EPS) and Earnings Revisions
As of December 30, 2022

1 month change in 2022 earnings revisions

2022 Earnings growth

Sources: FactSet, MSCI. Note: Bubbles size reflect relative market capitalization, ex China, which is resized to 50% of actual market capitalization. Performance as represented by 
individual/respective MCSI country indexes. Indexes are unmanaged and one cannot directly invest in them. They do not include fees, expenses or sales charges. Past performance is not an 
indicator or a guarantee of future results. For illustrative purposes only and not reflective of the performance or portfolio composition of any Franklin Templeton fund.

Outlook 

As we head further into 2023, we find many reasons to be 

constructive about emerging markets (EMs). Markets such as 

Chile and Indonesia have started to pause interest-rate hikes or 

scale back the magnitude of their rate hikes. We expect a policy 

pivot to revive consumption and spur economic growth as inflation 

slows. In addition, after a slowdown in earnings in 2022, there is a 

prospect for a recovery in earnings growth in 2023. We view 

China as a leader with a near-15% estimated growth, based on 

consensus expectations.3 However, we are of the view that 

earnings may continue to still be relatively weaker in China in the 

near term, with a recovery timed toward the end of 2023 instead. 

Nonetheless, a pickup in earnings revisions in EMs would signify 

better times ahead for earnings and in turn, equities.

Although a weakening global outlook appears to be on the 

horizon, economies with a greater focus on domestic demand are 

better placed to weather a challenging environment. These 

markets include EM countries such as India, Brazil and Indonesia. 

India has attracted investors looking to diversify their 

manufacturing bases from China. Similarly, the Middle East is 

experiencing an upturn in consumption, due to a spillover from 

high energy prices. 

China’s recent policy changes and low equity valuations have 

created opportunities locally as well as in Asia more broadly, as 

China is the largest driver of economic activity in the region. 

China’s reopening could benefit EMs outside of Asia as well. As 

mobility in China bounces back to pre-pandemic levels, its 

demand for oil will also likely increase. This benefits several non-

Asian EMs which supply crude oil to China, including Saudi 

Arabia, Kuwait and Colombia. While the risks of 2022 have 

abated slightly, we remain watchful for developments that could 

change our overall EM outlook, including China’s relationship with 

Taiwan and the United States.
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The most important moves in emerging 
markets in the fourth quarter of 2022 

Emerging Asian stocks finished the quarter higher. Stocks in 

China contributed to regional gains after policymakers dismantled 

their zero-COVID policies. The long-embattled property sector 

also received a boost from support measures, with leading 

Chinese institutions extending loans to the sector. India’s equity 

market also advanced amid softening inflation and lower oil 

prices. Indonesia’s market, the sole laggard within emerging 

Asian economies, fell as its central bank raised its policy rate 

again.5 The policy rate was most recently raised by 25 basis 

points (bps)—a smaller magnitude than past hikes—reaffirming 

that inflation was easing.

Latin American EM equities also swung higher in 4Q22. All EMs in 

Latin America rose during the quarter, with Colombia being the 

top performer in the region. Market-watchers welcomed 

Colombia’s aim to take advantage of higher energy prices by 

targeting a 15% increase in crude oil output. Heavyweight Brazil’s 

equity market also advanced, albeit at a more moderate 2.5% for 

the quarter, as consumer prices rose less than expected.

EMs in the Europe, Middle East and Africa (EMEA) region saw 

mixed results, although the region as a whole managed to eke out 

gains. Saudi Arabia’s market declined, capping gains for the 

region, as soft oil prices and a weaker US dollar weighed on 

sentiment—the Saudi riyal is pegged to the US dollar. Turkish 

equities led gains as investors increased their equity allocation to 

hedge against inflation and a low-yield environment.

As the investment environment evolves, an important feature that 

we seek in EMs is resilience, in terms of both economies and 

companies. A particular area of focus for us is the sustainability of 

corporate earnings, whether in the face of COVID-19, policy 

changes, technology disruption or other challenges. We see 

companies with structural growth drivers aligned with 

digitalization, decarbonization and premiumization emerging as 

long-term winners.

Emerging markets key trends and

developments

The combination of a weaker US dollar, receding inflation and 

China’s pivot away from zero-COVID spurred investor confidence 

in the latter months of 2022. The release of third-quarter corporate 

earnings results and confidence in the growth outlook for several 

EM economies also buoyed returns. However, political 

uncertainties capped gains—the Chinese equity market’s selloff 

after the 20th National Congress and a lack of policy clarity in the 

wake of Brazil’s presidential elections are two examples.

Nonetheless, global equities still rose over the fourth quarter of 

2022 (4Q22), with both EMs and developed markets performing 

on par. The MSCI Emerging Markets Indexrose by 9.8%, while 

the MSCI World Index advanced by 9.9%, both in US dollars in 

4Q22.4
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Market Investment Thesis

Latin America

Brazil The economy has been recovering which is driving earnings growth, but inflation dampened sentiment as 

interest rates remain elevated. With inflation now trending down, sentiment is improving and the market is 

beginning to look for the time when easing will begin. Sustainability of long-term growth will be helped by 

additional economic reforms, privatizations and concessions. President-elect Lula’s economic policies are 

a risk for the market, in our view..

Mexico Soft confidence indicators are consistent with the expectation that the data will show the economy 

decelerated in 2H 2022. The decline in consumer confidence is broad based and with households 

turning visibly more pessimistic about the outlook for the economy. The decline of business confidence 

in the manufacturing sector is also broad-based and skewed towards expectations over current 

conditions.

Peru Political uncertainty has created a negative environment that, if reinforced, could end up affecting 

investment and consumption decisions in 2023. 

Emerging Europe

Czech Republic Economic sentiment continues to deteriorate, reflecting the restraining impact of monetary tightening 

and external headwinds. Pricing intentions continue to remain high across industries and hiring 

demand has remained strong, indicating monetary policy will likely continue to be tightened. Gross 

domestic product (GDP) growth of 1.7% is expected in 2023, with the downside scenario related to a 

protracted disruption in energy flows from Russia resulting in a 2.5% decline in GDP. 

Hungary Economic sentiment remains weak as economic growth is under pressure due to weakness in the 

industrial sector and the tightening of monetary policy. GDP is expected to increase 2% in 2023 if there 

are no energy shortages, with a downside scenario of a 4.5% decline in GDP if there is a protracted 

disruption in energy flows from Russia. The hoped-for resolution of the Hungarian-EU dispute, relating 

to rule-of-law reforms, did not materialize by the end of 2022, although Hungary did lift its opposition to 

sending EU funds to Ukraine. Future progress is likely to be determined by the extent of the domestic 

economic slowdown, which could put pressure on President Orban to settle the dispute. 

Poland Private consumption should support GDP growth in 2022, and the economy will likely grow by 4.5%. 

Growth is 2023 is forecast to be 2.4%. A worst-case scenario based on a protracted disruption to 

energy flows from Russia could result in a 2% drop in GDP growth in 2023.6

Conviction

Regional Outlook
One-Month Period Ended December 30, 2022

Understanding the Pendulum Graphic

The graphic reflects the views of Franklin Templeton 
Emerging Markets Equity regarding each region and 
are updated on a quarterly basis. All viewpoints reflect 
solely the views and opinions of Franklin Templeton 
Emerging Markets Equity. Not representative of an 
actual account or portfolio. 
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Middle East

Kuwait Strong fiscal position, but delay in reform and issuance of debt law leaves the sustainability of the 

longer-term path in question. Rich valuations and a weak growth outlook lead us to a negative market 

view, although a potential surprise on the debt and mortgage laws can be short-term positives for the 

market.

Qatar Activity related to the FIFA 2022 World Cup and LNG production expansion present a case for a 

growth and earnings uptick for the next 3-4 years. Qatar offers stability due to its high sovereign 

reserves and a low oil budget breakeven point.

Saudi Arabia The outlook is improving but remains anchored to normalization of economic activity, oil prices and 

PIF/private sector spending. Forex reserves (c. $US450 billion) and PIF assets ($US360 billion) lends 

comfort. 

UAE High surpluses set the stage for the government to push its growth agenda. Recovery in tourism and 

real estate sales, along with economic reforms, are expected to keep growth steady. A privatization 

program in Dubai and Abu Dhabi is helpful in increasing capital market depth.

Emerging Asia

China China reached an inflection point with the easing of access to credit for the real estate sector in 

October. This was followed by a significant reset in US-China relations at the G20 meeting in Bali. The 

final catalyst is the dismantling of China’s zero-COVID policies.

India We believe the market is expected to move sideways over the next 6-12 months as roll forward of 

earnings is likely to be offset by further valuation correction and some cut to consensus estimates. 

Long-term themes such as under-penetration, formalization and stable government remain intact, 

however. Global commodity prices will be a key to monitor.

Indonesia Elevated commodity prices provide an economic tailwind, with resilient domestic demand growth trends 

lending support.

South Korea US recession risk and weakness in the semiconductor sector are weighing on sentiment. Political 

tension with North Korea remains elevated.

Taiwan Cross-strait geopolitical risks are a known factor for the market. We keep the status-quo assumption 

unchanged, despite the Russia/Ukraine war, which has raised concerns of the potential relationship 

deterioration between China and Taiwan. The corporate outlook has turned more negative amid 

weakness in the semiconductor sector. The increasing tensions between United States and China is an 

overhang for the corporate sector.

Thailand Overall, the outlook appears stable. Domestic consumption could experience some tailwinds as the 

economy reopens, though there are some concerns on inflation amid geopolitical uncertainties. We 

anticipate a gradual tourism recovery as China dismantles its zero-COVID policy. Pre COVID-19, 

arrivals from China accounted for 25% of total tourist arrivals.

Regional Outlook
One-Month Period Ended December 30, 2022

Market Investment ThesisConviction

The graphic reflects the views of Franklin Templeton Emerging Markets Equity regarding each region and are updated on a quarterly basis. All viewpoints reflect solely the views and 
opinions of Franklin Templeton Emerging Markets Equity. Not representative of an actual account or portfolio. 
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Africa

Egypt High inflation and further currency depreciation necessitates higher interest rates. An IMF loan 

package of $US3 billion over 46 months was reached in October. We understand that this deal might 

be contingent upon the government agreeing to increase the private sector’s involvement.  

Kenya While we believe valuations are cheap, the outlook is starting to turn negative given the foreign 

exchange crisis, inflation higher, election risk and poor long-term rains. 

Nigeria The risk of further currency weakness remains high, in our view, and the weak political and macro 

environment creates a poor backdrop for stocks, while subsidy costs offset persistently higher oil 

prices.

South Africa The near-term outlook is getting questioned amid global risks such as inflation, interest-rate hikes and 

Chinese demand. A long-term recovery is still dependent on the ability of the government to execute 

and commit to other reforms.

Regional Outlook
One-Month Period Ended December 30, 2022

Market Investment ThesisConviction

The graphic reflects the views of Franklin Templeton Emerging Markets Equity regarding each region and are updated on a quarterly basis. All viewpoints reflect solely the views and 
opinions of Franklin Templeton Emerging Markets Equity. Not representative of an actual account or portfolio. 

Endnotes

1. Source: Bloomberg, January 5, 2023.

2. Source: SNE Research.

3. Source: Bloomberg, January 5, 2023.

4. Source: MSCI. The MSCI World Index captures large- and mid-cap representation across 23 developed markets countries. The MSCI Emerging Markets Index captures large- and 
mid-cap representation across 24 emerging markets countries. Indexes are unmanaged and one cannot directly invest in them. They do not include fees, expenses or sales 
charges. Past performance is not an indicator or guarantee of future results. MSCI makes no warranties and shall have no liability with respect to any MSCI data reproduced herein. 
No further redistribution or use is permitted. This report is not prepared or endorsed by MSCI. Important data provider notices and terms available at 
www.franklintempletondatasources.com

5. Source: Bloomberg, December 22, 2022. 

6. Source: Bloomberg, November 30, 2022. There is no assurance that any estimate, forecast or projection will be realized.

Index Definitions

1. The MSCI EM Latin America Index captures large- and mid-cap representation across five emerging markets (EM) countries in Latin America.

2. The MSCI Emerging Markets EMEA Index captures large- and mid-cap representation across 11 emerging markets (EM) countries in Europe, the Middle East and Africa (EMEA).

3. The MSCI EM Asia ex Japan Index captures large- and mid-cap representation across two of three developed markets (DM) countries (excluding Japan) and eight emerging 
markets (EM) countries.

4. The MSCI Arabian Markets Index captures large- and mid-cap representation across 11 Arab markets countries. With 88 constituents, the index covers approximately 85% of the 
free float-adjusted market capitalization in each country.

5. The MSCI China Index captures large- and mid-cap representation across China.
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Franklin Templeton Emerging Markets Equity

Local knowledge, global reach

In a sea of overlooked and under-researched companies, there’s no substitute for local 

market knowledge. Our on-the-ground investment team of 72 portfolio managers and 

analysts across nearly 13 countries distinguishes Franklin Templeton Emerging Markets 

Equity from the crowd. Investors benefit from our networks of local business contacts, 

access to in-person company visits and real time response to local market events.

Our global reach through Franklin Templeton Investments provides access to 

sophisticated risk management and trading resources. Portfolio management 

collaborates closely with the Investment Risk Management Group, which provides 

detailed risk analytics to complement the team’s assessment of risk exposures.

72 portfolio managers and 

research analysts

18 years on average of 

industry experience

9 years on average with 

Franklin Templeton

WHAT ARE THE RISKS?

All investments involve risks, including possible loss of principal. The value of investments can go down as well as up, and 

investors may not get back the full amount invested. Stock prices fluctuate, sometimes rapidly and dramatically, due to factors 

affecting individual companies, particular industries or sectors, or general market conditions. Special risks are associated with investing 

in foreign securities, including risks associated with political and economic developments, trading practices, availability of information, 

limited markets and currency exchange rate fluctuations and policies; investments in emerging markets involve heightened risks related 

to the same factors. Investments in fast-growing industries like the technology and health care sectors (which have historically been 

volatile) could result in increased price fluctuation, especially over the short term, due to the rapid pace of product change and 

development and changes in government regulation of companies emphasizing scientific or technological advancement or regulatory 

approval for new drugs and medical instruments. China may be subject to considerable degrees of economic, political and social 

instability. Investments in securities of Chinese issuers involve risks that are specific to China, including certain legal, regulatory, 

political and economic risks.
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IMPORTANT LEGAL INFORMATION 

This material is intended to be of 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. This material may not be reproduced, 

distributed or published without prior written permission from Franklin Templeton.

The views expressed are those of the investment manager and the comments, opinions and analyses are rendered as at publication date and may 

change without notice. The underlying assumptions and these views are subject to change based on market and other conditions and may differ from 

other portfolio managers or of the firm as a whole. The information provided in this material is not intended as a complete analysis of every material fact 

regarding any country, region or market. There is no assurance that any prediction, projection or forecast on the economy, stock market, bond market 

or the economic trends of the markets will be realized. The value of investments and the income from them can go down as well as up and you may not 

get back the full amount that you invested. Past performance is not necessarily indicative nor a guarantee of future performance. All investments 

involve risks, including possible loss of principal.

Any research and analysis contained in this material has been procured by Franklin Templeton for its own purposes and may be acted upon in that 

connection and, as such, is provided to you incidentally. Data from third party sources may have been used in the preparation of this material and 

Franklin Templeton ("FT") has not independently verified, validated or audited such data.  Although information has been obtained from sources that 

Franklin Templeton believes to be reliable, no guarantee can be given as to its accuracy and such information may be incomplete or condensed and 

may be subject to change at any time without notice. The mention of any individual securities should neither constitute nor be construed as a 

recommendation to purchase, hold or sell any securities, and the information provided regarding such individual securities (if any) is not a sufficient 

basis upon which to make an investment decision. FT 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 outside the U.S. by other FT affiliates and/or their distributors 

as local laws and regulation permits. Please consult your own financial professional or Franklin Templeton institutional contact for further information on 

availability of products and services in your jurisdiction.

Issued in the U.S. by Franklin Distributors, LLC, One Franklin Parkway, San Mateo, California 94403-1906, (800) DIAL BEN/342-5236, franklintempleton.com - Franklin Distributors, 
LLC, member FINRA/SIPC, is the principal distributor of Franklin Templeton U.S. registered products, which are not FDIC insured; may lose value; and are not bank guaranteed and are 
available only in jurisdictions where an offer or solicitation of such products is permitted under applicable laws and regulation.

Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1500 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830, www.franklintempleton.ca 

Offshore Americas: In the U.S., this publication is made available only to financial intermediaries by Franklin Distributors, LLC, member FINRA/SIPC, 100 Fountain Parkway, St. 
Petersburg, Florida 33716. Tel: (800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax: (727) 299-8736. Investments are not FDIC insured; may lose value; and 
are not bank guaranteed. Distribution outside the U.S. may be made by Franklin Templeton International Services, S.à r.l. (FTIS) or other sub-distributors, intermediaries, dealers or 
professional investors that have been engaged by FTIS to distribute shares of Franklin Templeton funds in certain jurisdictions. This is not an offer to sell or a solicitation of an offer to 
purchase securities in any jurisdiction where it would be illegal to do so.

Issued in Europe by: Franklin Templeton International Services S.à r.l. – Supervised by the Commission de Surveillance du Secteur Financier - 8A, rue Albert Borschette, L-1246 
Luxembourg. Tel: +352-46 66 67-1 Fax: +352-46 66 76. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. South Africa: Issued by 
Franklin Templeton Investments SA (PTY) Ltd, which is an authorised Financial Services Provider. Tel: +27 (21) 831 7400 Fax: +27 (21) 831 7422. Switzerland: Issued by Franklin 
Templeton Switzerland Ltd, Stockerstrasse 38, CH-8002 Zurich. United Arab Emirates: Issued by Franklin Templeton Investments (ME) Limited, authorized and regulated by the Dubai 
Financial Services Authority. Dubai office: Franklin Templeton, The Gate, East Wing, Level 2, Dubai International Financial Centre, P.O. Box 506613, Dubai, U.A.E. Tel: +9714-4284100 
Fax: +9714-4284140. UK: Issued by Franklin Templeton Investment Management Limited (FTIML), registered office: Cannon Place, 78 Cannon Street, London EC4N 6HL. Tel: +44 (0)20 
7073 8500. Authorized and regulated in the United Kingdom by the Financial Conduct Authority. 

Australia: Issued by Franklin Templeton Australia Limited (ABN 76 004 835 849) (Australian Financial Services License Holder No. 240827), Level 47, 120 Collins Street, Mellbourne, 
Victoria 3000. Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 17/F, Chater House, 8 Connaught Road Central, Hong Kong. Japan: Issued by Franklin Templeton 
Investments Japan Limited. Korea: Issued by Franklin Templeton Investment Trust Management Co., Ltd., 3rd fl., CCMM Building, 12 Youido-Dong, Youngdungpo-Gu, Seoul, Korea 
150-968. Malaysia: Issued by Franklin Templeton Asset Management (Malaysia) Sdn. Bhd. & Franklin Templeton GSC Asset Management Sdn. Bhd. This document has not been 
reviewed by Securities Commission Malaysia. Singapore: Issued by Templeton Asset Management Ltd. Registration No. (UEN) 199205211E, 7 Temasek Boulevard, #38-03 Suntec 
Tower One, 038987, Singapore.

Please visit www.franklinresources.com to be directed to your local Franklin Templeton website.

The views and opinions expressed are not necessarily those of the broker/dealer; or any affiliates. Nothing discussed or suggested should be construed as permission to supersede or 
circumvent any broker/dealer policies, procedures, rules, and guidelines.
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