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Emerging market (EM) equities have made a notable comeback in 2025, hitting new record highs
and shaking off years of relative weakness. Emerging markets have delivered over 28% in USD
terms so far this year, double the S&P 500 Index’s 14% return." Several factors are driving this
momentum: a weakening US dollar, policy changes, robust growth in contrast to developed
markets, and shifting global capital flows.

This optimism is reflected in flows as well, with global net inflows into EM exchange-traded funds
(ETFs) reaching US$38.9 billion so far this year.2 For investors, EM exposure is now a given, but
focus is shifting to which countries to tilt toward, and why. Leading contributors to the EM
resurgence include South Korea and China, which have risen year-to-date by approximately 61%
and 37%, respectively.3

China: resilient amid policy shifts

China’s market rebound—its best in four years—has pushed equities toward decade-highs,
underpinned by targeted stimulus and a broad resurgence in consumer and business sentiment. In
our opinion, the shift points to renewed growth potential in the world’s second-largest economy.
From a valuation perspective, China’s equity market stands out as attractive to us—it trades at a
discount to developed markets based on forward price-to-earnings (P/E) ratios, while maintaining
positive earnings growth expectations. For investors, this combination offers growth at a reasonable
price, especially relative to the higher multiples in the United States and other developed markets.*
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Exhibit 1;: S&P and FTSE
Indexes: Forward P/E, 10-
Year Average Forward P/E
and Earnings Per Share
(EPS)
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Sources: Bloomberg, S&P Indexes, FTSE Indexes. US represented by S&P 500 Index, India by FTSE India Index, Japan by FTSE Japan
Index, Developed ex US by FTSE Developed ex US Index, Emerging Markets by FTSE EM Index, China by FTSE China Index and South
Korea by FTSE Korea Index. The FTSE country indexes are market-capitalization weighted indexes representing the performance of large-
and mid-cap companies, within their respective countries, that are constituents of the FTSE All-World Index. The FTSE Developed ex US
Index comprises large-cap (85%) and mid-cap (15%) stocks providing coverage of developed markets (24 countries) excluding the United
States. The FTSE EM Index provides investors with a comprehensive means of measuring the performance of the most liquid large- and
mid-cap companies in the EMs. Past performance is not an indicator or a guarantee of future performance. Indexes are unmanaged
and one cannot invest directly in an index. Important data provider notices and terms available at www.franklintempletondatasources.com.

In our analysis, China’s structural strengths continue to position it for long-term growth. As the
second-largest market for venture capital activity after the United States, China remains a
powerhouse for innovation, particularly in technology and consumer-facing industries. Although
US-China relations have become strained in recent years, there have been recent signs of
improvement, particularly with the steps toward resolution of issues like the TikTok debate. New
developments suggest that both the United States and China are making efforts to reduce friction,
a positive sign for China’s economy and its stock market. We believe the improved diplomatic
environment, alongside China’s ongoing investments in technology and infrastructure, bode well
for its long-term prospects.

Exhibit 2: Unicorn and
Venture Capital (VC) by
Country

YTD 2025 VC Capital
Countries Number of Unicorns Countries Investment (USD, billion)
China 340 China 7.0
India 64 France 21
United Kingdom 50 UK 1.9
Germany 26 India 1.7
France 25 Canada 1.0
Israel 24 Germany 1.0
Canada 22 Israel 0.6
Singapore 18
Brazil 13

Note: The companies listed here have valuations exceeding US$1 billion, with completed deals, across all VC stages, and are backed by VC.

A bipartisan US House delegation also recently made a rare trip to China—the first in six years—
as Washington and Beijing aim to smooth trade frictions and encourage more military-to-military
communication.
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The Korean wave

South Korea has been among this year’s strongest EM performers. While semiconductor exports
remain Korea’s central growth driver, the country is also emerging as a formidable defense
exporter. Historically dependent on the United States and other allies for advanced weapon
systems, Seoul has, over the past decade, rapidly expanded its own research and development,
manufacturing and defense supply chains. Today it exports full systems—from tanks and artillery
to aircraft and missiles—rather than just components. Defense exports have surged from roughly
US$3 billion in the early 2010s to a record US$17.3 billion in 2022, placing South Korea among the
world’s top 10 arms exporters.5

South Korea’s thriving shipbuilding industry, the world’s largest after only China, may potentially
help Washington if Seoul commits investment that could align with the US goal of bringing
manufacturing capacity back to US soil. The “Made in America” push has strong political
momentum, but rebuilding advanced industrial capacity—especially in sectors like shipbuilding and
semiconductors—will take years, if not decades. The United States simply lacks the skilled labor
and spare industrial scale today to meet its ambitions. That makes a reliable partner like South
Korea indispensable. Last year, the United States accounted for only 0.04% of global shipbuilding
output.®

Additionally, South Korea'’s stock market has been buoyed by the rebound in its technology sector,
notably semiconductors, as demand for memory chips recovers globally. The country’s leadership
in semiconductor manufacturing and Al-related investment are key drivers of this momentum. Far
from being dominated by a single industry, the South Korean market’s top three sectors—
telecommunications, technology and industrials—are evenly distributed, each with an approximate
weighting of 20%. Financials and consumer discretionary companies also make up a meaningful
portion.” Moreover, South Korea’s efforts to address longstanding governance concerns—often
referred to as the “Korea discount’—have contributed to a renewed investor outlook. Reforms that
focus on boosting shareholder returns and increasing transparency have improved sentiment,
helping the country overcome some of its previous market challenges.

At the same time, Korea'’s cultural and consumer-driven exports are becoming a powerful second
engine of growth. In the first half of 2025, South Korea’s cosmetics exports reached a record
US$5.51 billion, up nearly 15% year-on-year, allowing the country to overtake the United States at
times as the world’s second-largest cosmetics exporter, trailing only France.® This global reach of
“K-beauty,” combined with the worldwide appeal of K-pop, Korean dramas and broader K-culture,
continues to lift Korea’s brand equity across consumer, fashion and lifestyle sectors.

Adding further momentum is the spectacular rise of medical tourism. Despite a domestic doctor
shortage, the number of foreign patients seeking treatment in South Korea reached another record
high, nearly doubling to about 1.2 million in 2024 from 606,000 in 2023.° This surge means medical
tourists now account for more than 7% of all inbound tourism, up from 5.5% the year prior. 0
Dermatology procedures dominate the sector, drawing more than 705,000 patients (~57%),
followed by plastic surgery (11%)."" The economic impact goes well beyond hospital receipts—
extending to hotels, retail and broader consumption—underscoring the industry’s role as both a
medical and tourism growth driver. With government policy actively supporting the sector through
dedicated visas, subsidies and international promotion, South Korea has formally been positioning
itself as Asia’s premier medical tourism hub.

Taken together—the strength in semiconductors, the global pull of cultural and consumer exports,
and the rapid expansion of medical tourism—South Korea offers investors a multi-faceted growth
story. For those seeking exposure to sectors at the intersection of global industry, culture and
health care, Korea remains a compelling choice, in our opinion.

From “if” to “where:” Which emerging markets are rebounding



Single-country ETFs in EMs

With EMs once again at the forefront of global growth, investors are increasingly turning to single-
country ETFs to capture more targeted opportunities. In our analysis, China, South Korea and
others offer exposures that broader regional funds may miss.

By tilting into markets like China’s tech-driven growth or South Korea’s leadership in
semiconductors and cultural exports, we believe investors can access the sectors and economies
with the highest potential, while managing broader EM risks.

As EMs regain leadership, the focus is shifting from whether to invest to where to invest—making
thoughtful country selection and diversification critical for tapping the next generation of global
innovators.

Endnotes

1. Source: Bloomberg, as of September 23, 2025. EMs represented by the MSCI EM Index. The MSCI EM Index captures large- and mid-cap representation across 24 EM countries. With
1,189 constituents, the index covers approximately 85% of the free-float-adjusted market capitalization in each country. Past performance is not an indicator or a guarantee of future
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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.

Investment strategies which incorporate the identification of thematic investment opportunities, and their performance, may be negatively impacted if
the investment manager does not correctly identify such opportunities or if the theme develops in an unexpected manner. Focusing investments in
health care, information technology (IT) and/or technology-related industries carries much greater risks of adverse developments and price
movements in such industries than a strategy that invests in a wider variety of industries.

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.

Diversification does not guarantee a profit or protect against a loss.

Any companies and/or case studies referenced herein are used solely for illustrative purposes; any investment may or may not be currently held by
any portfolio advised by Franklin Templeton. The information provided is not a recommendation or individual investment advice for any particular
security, strategy, or investment product and is not an indication of the trading intent of any Franklin Templeton managed portfolio.

4 From “if” to “where:” Which emerging markets are rebounding



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.

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.I. — 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. 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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