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Get ready for ariskier
world

The causes and effects of geopolitical risk
events are complex and multi-faceted. Events
can take many years to develop and are almost
impossible to predict.

Raphael Arndt
Jun 15, 2024 - 5.00am

Source: AFR

FUTURE OF EM WEBINAR SERIES

Kicking the Elephant
Out of the Room

Th s for EN >hina

Wednesday 9/20
10amPT /1pmET

Source: Rayliant Global Advisors

Latest news on ETFs

Russian business & finance + Add to myFT

MSCI pulls ‘uninvestable’ Russian
stocks from emerging markets indices

hold
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Source: Frontier Advisors, C WorldWide

FINANCIAL TIMES =

Traders had waited on tenterhooks for decision as
sanctions from country’s invasion of Ukraine take

Source: Financial Times
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Australia's China challenge

PM shrugs off concerns over §
Chinese ownership of ¢
lithium plant \

Chinese Premier Li Qiang’s planned

visit to the lithium plant in Perth highlights the
emerging global competition over critical minerals.
Jun 12,2024  Andrew Tillett

Source: AFR



Our speakers

* Frontier perspectives — setting the scene
* PM perspectives — practical approaches to assessing geopolitical and EM sovereign risk
+ Asset owner perspectives:

- EM allocation considerations for a new world order

— Active risk budgeting, delegated versus standalone, flexible implementation,
EM ex-China
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Setting the scene

EM index evolution

* Nature of asset class is that opportunities always ‘emerging’, others fading/exiting

» Key drivers are demographics, economic and ‘geopolitical’
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Setting the scene

Investor positioning

« Asset owners have reduced strategic and active allocations to EM, despite relative
valuations

« Multiple drivers including China risk
Super fund exposure to EM (versus MSCI ACWI ex-Aus) at 30 June 2023
25%
20%
15%

10%
. 1] !
0% : l L - i il i | : I - - — -

-10%

-15%
N O x5 0 AN LD D O D N A D © oD N ) oD o D P A D oD © N b D Wk O
LR LR N IR SRR LIS I
LY LYY Y KLY« <<\‘r Q\} Q\} Q\} Q\) Q\) Q\) <<\> <<\> <<\) Q\} Q\} Q\} Q\) Q\) Q\) <<\) <<\> <<\) Q\} Q\} Q\} Q\) Q\) Q\) <<\)

EM Median

Source: eVestment, Frontier, Portfolio Holdings Disclosure

P :
~Frontier

. 2024 Frontier Advisors Annual Conference 4 e
Advisors



Setting the scene

Investor approaches to EM are evolving
« The case for standalone EM country allocations is not new

- But motivations are broader and rationale perhaps stronger
« Pros & cons — integrated, standalone or carve-out

Carve out example (EM ex China + China)

Carve out (e.g. EM ex-China + China)

Suitable for funds with relatively high appetite for complexity and less fee sensitivity that can allocate specialist resources to manage asset allocation decisions (if
deviating from benchmark weight); or investors seeking greater control over their specific country exposures (e.g. China)

Pros Cons

» Better calibration of overall and specific EM exposures carved out. This can » Transfers part of asset allocation decisions within EM from PMs to asset
lead to improved implementation efficiency (including divestment) and more owners.
targeted determination of a portfolio’s underlying exposure in idiosyncratic

markets like China. » Adds complexity for investors in portfolio construction, risk management

and manager selection.
* Investment manager that has specialist knowledge in Chinese markets,
rather than an EM manager with a more generalist approach to emerging
markets.

* Implementation might be challenged if reluctance from preferred managers
to carve out China for example from their investment universe. Although this
is less of an issue than it was.

+ Declining correlations with rest of EM implies diversification benefits can be
achieved by separating and re-weighting the likes of China and India.

Source: Frontier Advisors
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PM perspectives - Northcape

Northcape EM sovereign discount rankings

Northcape EM Sovereign Discount Rankings

Average discount rate Average discount rate
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Higher Northcape Global EM Country Risk Factor

Source: Northcape
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PM perspectives - Northcape

Discount rate inputs

o . Economic & L0 &
Political Risk Capital Markets COrp_Gov Climate Change Demographics, Country
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PM perspectives - Northcape

Country weightings in portfolio reflect dynamic sovereign risk assessment

Northcape Capital Global EM - Portfolio Exposure
By Country 2011-2024 YTD (30 June)
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PM perspectives - Northcape

Demographics - China versus India

China 2020 o

China India

India 2020

------

mremaies

Salary Mass

/ Under 24 Years: \

China’s China = 27% India = 48% India’s 2022
2022 Births

just 9.5m! Fertility Rate: Births 29m

China=1.3 India=2.2 3x China!

Source: Northcape
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PM perspectives - Northcape

HDFC Bank — India’s leading private bank (US$ performance)

HDFC Bank - Superior Long-Term Performance (USS$)
30 June 2008 to 29 February 2024

(Common base = US$100 on 30/06 08, Source: Bloomb

e HOFC Bank . W1 SC1 EM Indlie e 17 W orld Ind e — ] 308 HE Equity (ICBC Bank)

Source: Northcape
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Key takeaways

- Monitor dedicated and look-through EM country exposures and risk contributions to
ensure they are commensurate with expectations/intentional — particularly major markets
like China and India.

+ Engage with Frontier on strategies and managers which may be value-adding and
complementary to your existing EM exposure.

- Consider if you have adequate exposure to EM equities. It has been a lost decade for
EM in beta terms. However, we maintain forward-looking conviction in the return-
enhancing potential and diversification benefits of maintaining an active, dedicated
exposure to EM equities.
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Thank you for joining us.

2024 Frontier Advisors Annual Conference

Disclaimer:

Frontier Advisors Pty Ltd ABN 21 074 287 406 AFS Licence No. 241266.
Level 17, 130 Lonsdale Street, Melbourne Victoria 3000.

meﬂ{nt'

The information contained in this presentation is current as at the date of preparation but may be subject to change
th ugakln into

intended as general commentary and should not be regarded as financial, legal or other advice. This presentatio
objectives, financial situation or needs. You should consider this presentation in light of these matters. Should you
discussed please contact the presenter directly or an appropriate advisor. This presentation may contain fonNa. d
forward-looking statements are based on the current beliefs, assumptions, expectations, estimates, and projection
the industry and the markets in which we operate. Past performance is not a reliable indicator of future perform
representation or warranty that any of the information contained in this presentation is accurate or complete. To tr
Advisors Pty Ltd does not accept any liability for loss arising from any reliance placed on the use of this presé"'
contents of this presentation are confidential and must not be disclosed to any third party without our written 15
reproduced or distributed without the written consent of Frontier Advisors Pty Ltd. Frontier Advisors Pty Ltd does'
own independent taxation advice from a registered tax agent. r
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