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Brazil: Negative Outlook

- Valuation is dearer than the average EM countries, although the rout has knocked out excessive
valuation for Brazilian stocks. Book value multiple has indeed declined from 2.3x to 1.8x
currently, but weak profitability due to depressed commodity prices has translated into an
expensive forward earnings multiple at 14x, which is the upper band of its historical level. This
has often signaled an impending correction. The good news is that the BRL is among the
cheapest in EM universe and may resume its upward trajectory as global risk appetite improves.

- After an aggressive fiscal and monetary actions, the country is now out of bullets to combat
further economic weaknesses. The central bank has cut rates by 425 bps since the second half
of 2019 and by 225 bps this year. As a result, real policy rate is hovering around zero despite
inflation being below 2%, a historical low, and is at risk of earlier than expected tightening cycle
should global improvement and economic reopening result in higher than expected inflationary
pressure. Meanwhile, the government has announced some 11% of GDP of fiscal stimulus
related to COVID-19 response, which will bring the public debt above 90% of GDP. This will limit
further stimulus by the government, which prior to the crisis has been focusing on public sector
reform.
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Mexico: Positive Outlook Chart 2
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has cut its policy rate by 325 bps since the
second half last year and 225 bps YTD, but
low inflationary pressure and still relatively
high real policy rate allow the central bank
to ease further in the coming months.

- Lastly, regardless of the outcome of
November’s presidential election,
intensifying pressure between the U.S. and
China will likely see more companies with
manufacturing base in China to shift their
production to other low-cost countries,
such as Vietnam, India and Mexico. In this
case, Mexico benefits particularly from its
proximity to the U.S. market and exemption
of many taxes due to the USMCA trade
agreement.
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Turkey: Positive Outlook

- Turkish equity, despite already rallying 30% from its low, is still one of the cheapest bourses
across EM. It is trading below book value and forward and trailing earnings multiple are only
6.1x and 8.1x, respectively. Moreover, the risk of insolvency is low. Since the peak in 2018,
Turkish firms have been deleveraging and seen its debt decline from 80% to 65% of GDP,
which strengthened their balance sheet prior to entering the crisis. Bank’s non-performing
loans rate have also declined to 4.66% in the middle of June, with the non-performing loans
amount itself declining from TRY 153 Bn to TRY 150 Bn.

- One more catalyst that may drive Turkish asset prices higher is that monetary policy has
turned more defensive, highlighted by the central bank’s decision last week to not cut the
policy rate further. Investors have been previously concerned that too loose monetary policy
will result in the lira weakening and prevent inflation to come down further. The shift in policy
expectation is likely to boost the much-undervalued lira and result in a more positive investor
sentiment toward Turkish assets. Further decline in inflation resulting from a stable or
strengthening lira would, in turn, drive capital inflow back to the country after the exodus in
the past few years.
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- Turkey is one of the rare, more developing EM countries that succeeded in curbing the
COVID-19 infection, allowing large part of the economy to reopen. The country also benefits
from declining infection across Europe, where manufacturing productions have slowly
resumed and are well integrated to Turkish manufacturing exports.
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South Africa: Negative Outlook

- The country’s release of planned fiscal budget last week put the question of debt
sustainability back into investor’s mind. The government budget projection for 2020/2021
expect fiscal balance to record 15% of GDP deficit and public debt to rise to 80% of GDP. The
country is currently in talk with IMF over $4 billion loans arrangement. Not only the public
finance is in a poor shape, the country’s GDP is also expected to drop 5.8% this year, among
the hardest hit in EM universe. All this combination will likely translate to a much higher
country risk premium required by investors and a headwind for the ZAR to appreciate from
current level.

- The pandemic has shed light on many failings of South African economy. After years of
economic stagnation resulting from low savings rate, chronic twin deficit, high
unemployment rate and institutional weaknesses, it remains difficult to see how the country
could grow. South African government and household are ill-equipped to face the pandemic
and prolonged lockdown, in which some 20% of household depends on government grants to
survive.
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- The country equity valuation is not cheap and deteriorating macro picture will likely see
continued capital outflow from the country. Currently we think the risk/reward trade off for
South African assets as unattractive.
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Russia and Colombia: Neutral to Positive Outlook

- Valuation is cheap and both countries’ equity market is driven by fluctuation in oil prices,
which has seen its cyclical low in March. Oil price is likely to drift further upward as shale oil
production in the U.S., source of the oil supply glut in the past decade, have declined
significantly and OPEC+ seems to be having its member under control.

- Both countries’ number of deaths from COVID-19 infection has seen a flattening of late,
which will allow economic activity to resume in both countries.
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