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Cheap valuations in late 2018 had set the stage for an emerging market recovery, and finally receiving a lifeline
this year. The Federal Reserve (Fed) cut rates three times totaling 75 basis points (bps), and equally important,
oil prices stayed relatively flattish. As such, emerging market bonds and stocks have rallied despite local
currencies staying somewhat flat. If there is an interim U.S.- China trade deal or arebound in Chinese data,
emerging market assets could breakout on the upside (see Chart 1 and Chart 2).

Chart 1: China’s Credit Impulse and Global Manufacturing PMI
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Chart 2: Emerging Market Equities and Bonds
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With inflation trending lower, emerging market real yields on both the 3-month and 10-year basis suggest
bond valuations are hardly expensive yet (see Chart 3). Therefore, we are still in the early-to-mid stages of an
emerging market recovery.

Chart 3: Emerging Market 3 Month and 10 Year Real Yields
Percent; As of 9/30/2019
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But are emerging markets structurally a wilting story? The period of the early 2000s up until 2008 marked a
structural change for emerging markets with the ascension of China into the World Trade Organization (WTO),
marking the "official" onset of globalization (see Chart 4). The 2009-11 rebound in emerging markets was
fueled by China's massive $4 trillion stimulus. Once again in 2016, emerging markets had a mini rebound
stimulated by China's infrastructure push.

Chart 4: Emerging Market Real GDP
Annual Percent Change; As of 10/30/2019
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Unfortunately for emerging markets, China is now content with a slower growth path of below 6%, as it moves
along a path of structural reforms, toward a consumer- and service-focused economy. Years of debt build up
have lowered the investment efficiency of China (see Chart 5). And it doesn't help that the term "globalization™"
is on the back burner as U.S.-China frictions increase. Political upheavals in Latin America are also a sign that
despite having done some reforms in the past, it is still lacking. These anecdotes all sound so dismal that
maybe one would think "why should | bother with emerging markets!"



Chart 5: China’s investment and financing efficiency
Ratio; As of 10/30/2019
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Is it worth investing in emerging markets at all? We think so. While emerging markets are reliant on China's
growth, we prefer to look at emerging markets with a half glass full perspective. Globalization is taking on a
different form. As the Chinese economy undergoes a structural transformation, rising consumption could spur
import demand. Supply chains are diversifying out of China into other emerging markets. Countries with a large
demographic base like Brazil, Indonesia, and Mexico may see more goods manufactured within their economies.
Some countries that have a labor cost advantage, such as Vietnam and Malaysia, have started to see the benefits
of shifting supply chains. Manufacturing investment approvals are rising (see Chart 6). As we track this news,
we expect a further pick-up in foreign direct investment inflows which would benefit their economies and
currencies.



Chart 6: Approved/realized/registered manufacturing FDI
% GDP; As of 6/30/2019
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In summary, emerging markets across the board have started to engage in multiple rate cuts, putting in place a
reflationary tilt in this macro cycle. Additionally, some countries have increased fiscal spending and started on
regulatory reforms. Alongside with supply chain diversification, some emerging markets will benefit more than
others. For example, manufacturing-centric emerging markets may benefit more than commodity-driven
economies given the movements in supply chains. Therefore, emerging markets are not quite withered yet—and
to the contrary—exposure to select emerging markets that are poised to benefit from reflation, onshoring, fiscal
stimulus, and government reform can add alpha to an actively managed investment portfolio.

Groupthink is bad, especially at investment management firms. Brandywine Global therefore takes special care
to ensure our corporate culture and investment processes support the articulation of diverse viewpoints. This
blog is no different. The opinions expressed by our bloggers may sometimes challenge active positioning within
one or more of our strategies. Each blogger represents one market view amongst many expressed at Brandywine
Global. Although individual opinions will differ, our investment process and macro outlook will remain driven by
a team approach.
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information regarding portfolio manager insights, corporate information and other content.

Any content published or views expressed by Brandywine Global on any Social Media platform are for informational
purposes only and subject to change based on market and economic conditions as well as other factors. They are not
intended as a complete analysis of every material fact regarding any country, region, market, industry, investment or
strategy. This information should not be considered a solicitation or an offer to provide any Brandywine Global service
in any jurisdiction where it would be unlawful to do so under the laws of that jurisdiction. Additionally, any views
expressed by Brandywine Global or its employees should not be construed as investment advice or a recommendation
for any specific security or sector.

Brandywine Global will monitor its Social Media pages and any third-party content or comments posted on its Social
Media pages. Brandywine Global reserves the right to delete any comment or post that it, in its sole discretion, deems
inappropriate or prevent from posting any person who posts inappropriate or offensive content. Any opinions expressed
by persons submitting comments don't necessarily represent the views of Brandywine Global. Brandywine Global is not
affiliated with any of the Social Media sites it uses and is, therefore, not responsible for the content, terms of use or
privacy or security policies of such sites. You are advised to review such terms and policies.



