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It's that time of year again. Holiday shoppers know the secret: start with a meaningful primary gift
that makes an impression. Add smaller delights for a personal touch. Asset allocators can do the
same—anchor portfolios with a broad emerging market (EM) core and use dynamic tilts' for the
perfect stocking stuffers.

The broad EM equity rally has now entered a more structurally supportive phase rather than a pure
sentiment bounce. EM equities have advanced for 10 straight months, now up more than 30% year
to date, outpacing US large caps, which returned slightly less than half that over the same period.2
We believe this outperformance is likely to continue through year end amid a weaker US dollar,
improving earnings and growing demand for geographic diversification.

Valuation gaps remain wide: EM equities recently traded at nearly a 40% discount versus US
peers—one of their lowest forward price-to-earnings (P/E) differentials in over a decade.
Meanwhile, early macro indicators suggest modest expansion among EM manufacturing sectors.

Adding to this tailwind, the recent decline in the US dollar is easing financial conditions across EMs.
The weaker greenback makes it cheaper for EM borrowers to service dollar-denominated debt,
while the Federal Reserve’s pivot toward interest-rate cuts is fueling renewed demand for local-
currency bonds that still offer attractive real yields.

Meanwhile, deepening trade and manufacturing linkages between the United States and Mexico
underscore how supply-chain rerouting is boosting multiple EM hubs—not just one market—
reinforcing the case for a broad EM core. These forces of less dollar pressure, falling US rates and
stronger regional trade flows are creating what we see as a more favorable backdrop for EMs.
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In terms of portfolio construction, a diversified EM allocation anchors exposure to global easing,
demographic growth and digital transformation, while selective country tilts reflect conviction-driven
opportunities. Such an approach helps investors look beyond short-term noise and stay invested
through the macro cycle. With valuations still moderate, we believe the risk-reward for EMs broadly
remains compelling.
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Sources: FactSet, MSCI, FactSet Market Aggregates. Next 12 months (NTM) P/E: MSCI EM Index Premium/Discount over MSCI USA Index. The
MSCI EM Index is a free float-weighted equity index. The MSCI USA Index is designed to broadly and fairly represent the full diversity of business
activities in the United States. 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 performance. See www.franklintempletondatasources.com for
additional data provider information.

Why broad core + dynamic tilts works now

Global supply-chain remapping triggered by tariffs has created more stark standouts and laggards
across the EM universe and we believe a broad EM core can help capture the multiplicity of growth
vectors, while dynamic tilts allow investors to capture standout growth pockets when dispersion widens.
South Korea’s equity market, for example, has emerged as a clear leader this year, up nearly 70%
year-to-date—the strongest returns for any major market globally.3

This surge has been powered by a combination of Al-driven demand for memory chips, foreign-investor
inflows returning after years of under-allocation, and corporate-governance reforms that are helping
erase the long-standing “Korea discount.”

By contrast, China’s contribution has moderated, reflecting slower post-COVID 19 normalization and
softer capital inflows. Based on estimates derived from the Brookings/Haver Analytics dataset covering
25 EMs, China’s share of total EM portfolio inflows appears to have fallen—from roughly 40%—-50%
before the pandemic to below 20% by mid-2025.5 This indicates a reallocation of capital toward faster-
growing, reform-oriented economies such as India, Mexico and Brazil.
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Country Contribution to EM
Index Returns (Rolling 12
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Source: Bloomberg, as of October 31, 2025. Bloomberg Emerging Markets Large & Mid Cap Index, Total Retum, USD. The Bloomberg Emerging
Markets Large & Mid Cap Total Return Index is a float market-cap-weighted equity benchmark that covers the top 85% of market cap of the
measured market. 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 performance. See www.franklintempletondatasources.com for additional data
provider information.

Nonetheless, we believe Beijing’s support of the country’s real-estate sector and injections of liquidity
into its equity markets have been notable. Its leaders have adopted a more measured, targeted stance
in supporting businesses and consumers, while gradually rebuilding investor confidence. Additionally,
the contribution to returns from China—which holds the largest weighting at 32% vs. 10% for South
Korea—within emerging market indexes has turned positive, adding 9.3% year-to-date through October
31, 2025.8 This suggests that improving earnings sentiment and valuation support are beginning to
reassert China’s role within the broader EM complex.

In markets, as with the holidays, balance matters: A broad EM core potentially provides staying power,
while thoughtful tilts can deliver the finishing touch. Together, we believe this approach may help
investors turn dispersion into opportunity for the year ahead.

3 ‘Tis the season for a broad EM core—and a dash of dynamic tilts



Endnotes

1. Dynamic tilt is an investment strategy that systematically adjusts asset allocation to favor factors or assets that are expected to perform well based
on current market conditions, rather than based on a static, long-term allocation.

2. Source: Bloomberg, as of November 14, 2025. EM equities measured by the FTSE Emerging Index; US large caps measured by the S&P 500
Index. The FTSE Emerging Index provides investors with a comprehensive means of measuring the performance of the most liquid large- and
mid-cap companies in the EMs. 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 performance. See www.franklintempletondatasources.com for
additional data provider information.

3. Source: Bloomberg, as of November 9, 2025. The Korean Composite Stock Price Index (KOSPI) is a series of indexes that track the overall
Korean Stock Exchange and its components. 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 performance. See www.franklintempletondatasources.com for
additional data provider information.

4. The Korea discount is the phenomenon where South Korean companies are valued lower than their global peers due to various factors like poor
corporate governance, weak shareholder returns and geopolitical risks.

5. Source: “Trends in global capital flows to emerging markets.” Brookings Institution. November 5, 2025.

6. Source: Bloomberg. The Bloomberg EM Large & Mid Cap Total Return Index is a float market-cap-weighted equity benchmark that covers the top
85% of market cap of the measured market. 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 performance. See www.franklintempletondatasources.com for
additional data provider information.

WHAT ARE THE RISKS?
All investments involve risks, including possible loss of principal.
Equity securities are subject to price fluctuation and possible loss of principal.

ETFs trade like stocks, fluctuate in market value and may trade above or below the ETF’s net asset value. Brokerage commissions and ETF expenses
will reduce returns. ETF shares may be bought or sold throughout the day at their market price on the exchange on which they are listed. However,
there can be no guarantee that an active trading market for ETF shares will be developed or maintained or that their listing will continue or remain
unchanged. While the shares of ETFs are tradable on secondary markets, they may not readily trade in all market conditions and may trade at
significant discounts in periods of market stress.

International investments are subject to special risks, including currency fluctuations and social, economic and political uncertainties, which could
increase volatility. These risks are magnified in emerging markets. Investments in companies in a specific country or region may experience greater
volatility than those that are more broadly diversified geographically. The government’s participation in the economy is still high and, therefore,
investments in China will be subject to larger regulatory risk levels compared to many other countries.

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.

Franklin Templeton has environmental, social and governance (ESG) capabilities; however, not all strategies or products for a strategy consider “ESG”
as part of their investment process.

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.
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Brazil: Issued by Franklin Templeton Investimentos (Brasil) Ltda., authorized to render investment management services by CVM per Declaratory Act n. 6.534, issued on October 1,
2001. Canada: Issued by Franklin Templeton Investments Corp., 200 King Street West, Suite 1400 Toronto, ON, M5H3T4, Fax: (416) 364-1163, (800) 387-0830,
www.franklintempleton.ca. Offshore Americas: In the U.S., this publication is made available by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906. Tel:
(800) 239-3894 (USA Toll-Free), (877) 389-0076 (Canada Toll-Free), and Fax: (727) 299-8736. U.S. by Franklin Templeton, One Franklin Parkway, San Mateo, California 94403-1906,
(800) DIAL BEN/342-5236, franklintempleton.com. Investments are not FDIC insured; may lose value; and are not bank guaranteed.

Issued in Europe by: Franklin Templeton International Services S.a 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 342080 9861. Poland: Issued by Templeton Asset Management (Poland) TFI S.A.; Rondo ONZ 1; 00-124 Warsaw. Saudi Arabia: Franklin
Templeton Financial Company, Unit 209, Rubeen Plaza, Northern Ring Rd, Hittin District 13512, Riyadh, Saudi Arabia. Regulated by CMA. License no. 23265-22. Tel: +966-112542570.
All investments entail risks including loss of principal investment amount. South Africa: Issued by Franklin Templeton Investments SA (PTY) Ltd, which is an authorised Financial
Services Provider. Tel: +27 (21) 831 7400 Fax: +27 10 344 0686. Switzerland: Issued by Franklin Templeton Switzerland Ltd, Talstrasse 41, CH-8001 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, Melbourne,
Victoria 3000. Hong Kong: Issued by Franklin Templeton Investments (Asia) Limited, 62/F, Two IFC, 8 Finance Street, Central, Hong Kong. Japan: Issued by Franklin Templeton
Investments Japan Limited. Korea: Issued by Franklin Templeton Investment Advisors Korea Co., Ltd., 3rd fl., CCMM Building, 101 Yeouigongwon-ro, Yeongdeungpo-gu, Seoul, Korea
07241. 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, #26-03 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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