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Economic and Monetary Backdrop 

 

The outperformance of EM equities in 2025 was consistent with the signal from our seven-factor checklist, which 

remains net favourable at the start of 2026. Specifically, four factors are currently scored as positive – the E7 / 

G7 real money growth gap (see chart below), global “excess” money and trends in the US dollar and commodity  
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prices – with valuations and global industrial momentum neutral and the E7 / G7 earnings revisions gap negative. 

Further upside is also suggested by a comparison of returns in the current global stockbuilding cycle – which 

began in H1 2023 – with an average of the prior nine cycles extending back to the early 1990s. The maximum 

rise in EM equities in US dollar terms averaged 74% across those nine cycles versus a 46% gain so far in the 

current cycle. By contrast, DM equities – as measured by MSCI World – have already outpaced their prior cycle 

average. 

 

The stockbuilding cycle, however, is well-advanced – it has averaged 3.5 years historically – and our base case 

is that a downswing will unfold during 2026, with another low in H1 2027. Equities and other risk assets typically 

weaken during downswings, with EM underperforming. We are hopeful that the current cycle will buck the latter 

regularity, given the lower-than-normal EM gain during the upswing. 

 

Current monetary trends are signalling another year of sluggish growth for the Chinese economy, suggesting 

that policy will remain easy and the authorities will continue to limit currency appreciation stemming from a 

current account surplus of 4-5% of GDP. The “risk” is that upward pressure becomes uncontrollable as a yuan 

carry trade starts to unwind, but we would view a significant rise as a medium-term positive, in part because it 

would necessitate more forceful domestic demand stimulus to offset a loss of export momentum. 
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Elsewhere, narrow money trends suggest potential for upside economic surprises in South Africa, ASEAN and 

India but disappointment in Brazil and Saudi Arabia (see chart below). 

 
 
Data as at 31 December 2025 

 

Portfolio strategy 

 
Emerging market equities posted a positive return for the final quarter with the MSCI EM Index up 4.73%. A 
weaker dollar and cheap valuations was fuel for the best annual performance for EM relative to DM equities in 
five years, and by the widest margin since 2017 according to Jefferies. Strong returns for the asset class this 
year have in large part been a re-rating story with the AI capex boom by far the biggest thematic driver of returns. 
This was reflected in our overweight and stock picking in Taiwan and South Korea leading contributions to 
performance for the quarter. Stocks in China and Hong Kong were a drag following a strong twelve month run. 
Absolute and relative returns in ASEAN continue to be lacklustre, despite being record cheap and enjoying the 
tailwind of a weakening dollar and central bank rate cuts. Latin American equities surged, with stock picking in 
Brazil and Argentina positive. Zero exposure in Saudi Arabia was a contributor as a weak oil price and domestic 
fiscal concerns weigh on the market. Polish equities rallied with our stocks and overweight positioning adding to 
relative returns. While our companies in South Africa kept pace with the market, our underweight continues to 
be a negative as precious metals stocks rally. Activity included adding to Brazil, India, Mexico, South Africa, 
South Korea and Taiwan, and reducing Hong Kong and China, Peru, Philippines and Thailand. It is worth also 
highlighting the increase in exposure to Materials across iron ore, gold and copper. 
 
The portfolio is overweight the EM AI basket, with our investment universe home to a number of high quality 
“picks and shovels” companies in South Korea and Taiwan dominating in key bottlenecks for scaling up compute 
power. Stock picking and overweight positioning in South Korea was one of the largest contributors during the 
quarter. A combination of the market’s exposure to the AI capex boom, and potential for Value-Up corporate 
governance reforms to drive structurally higher shareholder returns saw the market double in 2025. Holding 
company SK Square was one of the top contributors and is a leader in exports to improve corporate governance 
centering on narrowing the stock price discount to the net asset value of its portfolio holdings. It also benefits 
from the fact that the largest portfolio investment is in high bandwidth memory (HBM) leader SK Hynix. Demand 
for HBM, a key component in GPU stacks which power AI, is so great that meeting demand means DRAM giants 
Hynix and our other portfolio holding Samsung Electronics must limit commodity memory supply supporting 
pricing and margins. Stock picking in Taiwan was also positive as our AI supply chain holdings including chip 
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cooling technology specialist Asia Vital Components and data centre designer and manufacturer Wiwynn rallied. 
While our view remains that this capex boom has some way yet to play out, we are focused on ensuring that the 
risk budget we allocate to these names reflects the inherent unpredictability of how this technology develops (as 
the Deepseek shock illustrated) and who ultimately captures the economic value from this surge in investment 
and innovation. 
 
Stock picking in mainland China and Hong Kong was negative as the market cooled following a strong run earlier 
in the year. Audio streaming platform Tencent Music was a detractor, fading on a lack of near term catalysts. 
We recently met with management who are confident ARPU growth – the key driver of margin expansion and 
profitability in a saturated market - will be sustained through moving more content behind the paywall, investing 
in podcasting as well as fan based interaction and online concerts. Contract biologics drug manufacturer Wuxi 
Bio fell -23.3% on a broader biotech sector de-rating reacting to geopolitical concerns over an update to the US 
Biosecure Act and its potential to prohibit the company from contracting with US pharma companies. Ultimately, 
the update was not as strict as feared and we expect the stock to re-rate on its growing pipeline of drug 
development project wins with an order backlog worth over US$20 billion, supporting a revenue CAGR of c.15% 
and gross margin expanding above 40%. 
 
India was one of the biggest laggards in EM this year, having underperformed broader Asian equities by the 
largest margin in decades. Late last year we flagged our concerns that earnings beats looked to be topping, 
while a flurry of private equity-led IPOs was soaking up liquidity and removing support for lofty valuations. We 
took portfolio exposure underweight but opted against dismantling the Indian portfolio on a view that the long 
term structural strengths of the market (improving institutional quality and domestic liquidity) remain intact. Some 
of our big winners from previous years such as private hospital operator Max Healthcare (-11.7% over 2025) 
and Pepsico bottler Varun Beverages (-26.7%) were sources of profit for investors funding trades in markets like 
South Korea and China. Intense and unseasonal rainfall in India hit sales growth for Varun. While expanding 
operations in South Africa are providing a sales and margin boost, we reduced the position through the second 
half of the year as it looks expensive on c.40x 2026 earnings against a soft domestic backdrop. Although Max 
also trades on rich multiples, its growth pipeline of brownfield and greenfield developments, fast growing and 
highly profitable international patient business, and low doctor attrition of c.1- 1.5% remain compelling. The 
quarter saw a recovery in our telecoms names which had struggled earlier in the year. Bharti Airtel is enjoying 
stronger pricing power in a three player market. Indus Towers is India’s largest tower infrastructure provider and 
is benefiting from the 5G-led data boom. The company reported all round revenue, earnings and profitability 
beats, as well as better visibility for future dividends as capex moderates and improving receivables boost free 
cash flows. 
 
In Latin America, huge gains in the Bovespa Index in 2025 bely Brazil’s economic and political malaise. 
Presidential elections in 2026 provide an opportunity for a reset should voters opt for an economic conservative 
over populists Lula and Flavio Bolsonaro. The result is far from certain and our response is to hold a neutral 
weighting to the country while limiting exposure to companies with high exposure to the domestic economy. For 
example, positions in Vale and Aura Minerals are investments in iron ore and gold cycle upswings. Brazil’s 
largest jewellery brand Vivara is a resilient domestic story, which outperformed as it continues to grow store 
count while sustaining high profitability through its suite of popular brands. The company continues to sustain 
strong earnings growth despite falling consumer demand for jewellery, meaning growth is coming from 
expanding market share. Argentinian shale oil company, Vista Energy posted a strong quarter leading us to exit 
as it hit what we believe to be a rich valuation given oil price weakness. 
 
Elsewhere, contributions from stocks in Poland were positive, led by fast fashion retailer LPP where margins 
are rising after the company decided to moderate its store roll out plans. An underweight to Saudi Arabia 
continues to work in part on persistent oil price weakness. Stock picking in Egypt was positive as property 
developer TMG rallied on high recurring income streams from its projects and growth prospects through 
expansion in Saudi Arabia. The Egyptian stock market is also well supported by the macro, with a strengthening 
currency and disinflationary backdrop opening the door for the central bank to cut rates by up to 700 bps over 
the next twelve months (following 625 bps of cuts in 2025). Underweight positioning in South Africa continues 
to detract from performance as the market outperforms led by precious metals stocks. 
 
Emerging markets appear poised to break out of nearly two decades of sideways price action and over a decade 
of underperformance relative to developed markets. As argued in previous commentaries the shift is fuelled by 
the virtuous circle of a weaker dollar feeding a stronger monetary backdrop and reflation in EM, supporting 
corporate ROEs and profit margins. Price to earnings ratios can move higher as flows chase the story. As this 
new cycle matures we think it will pay to look beyond the AI basket into relatively neglected corners of our 
markets for companies that are well-geared to these trends. 
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Best and Worst Countries by Net Impact 

Past performance is not indicative of future performance and does not predict future returns 

 

 
Source: NS Partners Ltd, data as at 31 December 2025 

 

 

 

Attribution by Sector 

Past performance is not indicative of future performance and does not predict future returns 

 

 
Source: NS Partners Ltd, data as at 31 December 2025 
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Contribution Analysis 

Past performance is not indicative of future performance and does not predict future returns 

 

 
Source: NS Partners Ltd, data as at 31 December 2025 

 

Past performance is not indicative of future performance and does not predict future returns 

 

 
Source: NS Partners Ltd, data as at 31 December 2025 

 

 

 

 

Activity During the Quarter 
 

 
Source: NS Partners Ltd, data as at 31 December 2025 
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Source: NS Partners Ltd, data as at 31 December 2025 

 

 

 

Top Country Over/Under Weights vs MSCI EM Index 

 

 
 

Source: MSCI, NS Partners Ltd, data as at 31 December 2025 
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Sector Allocation Over/Under Weights vs MSCI EM Index 

 

 
 

Source: MSCI, NS Partners Ltd, data as at 31 December 2025 

 

 

 

Top 5 Overweights vs MSCI EM Index 

 

 
 

Source: MSCI, NS Partners Ltd, data as at 31 December 2025 

  

 

 

Top 5 Underweights vs MSCI EM Index 

 

 
 

Source: MSCI, NS Partners Ltd, data as at 31 December 2025 
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Disclaimer 
 

This is a marketing communication. Please refer to the prospectus, the key investor information documents (the KIIDs/PRIIPS KIDs) and 
the financial statements of Nedgroup Investments Funds plc (the Fund) before making any final investment decisions. 
 
These documents are available from Nedgroup Investments (IOM) Ltd (the Investment Manager) or via the website: 
www.nedgroupinvestments.com, where the prospectus is available in English and the KIIDs/KIDs in English and the official languages of 
each country of registration. 
 
This document is of a general nature and for information purposes only, it is not intended for distribution to any person or entity who is a 
citizen or resident of any country or other jurisdiction where such distribution, publication or use would be contrary to law or regulation. 
Whilst the Investment Manager has taken all reasonable steps to ensure that this document is accurate and current at the time of publication, 
we shall accept no responsibility or liability for any inaccuracies, errors or omissions relating to the information and topics covered in this 
document.  
 
The Fund is authorised and regulated in Ireland by the Central Bank of Ireland. The Fund is authorised as a UCITS pursuant to the European 
Communities (Undertakings for Collective Investment in Transferable Securities) Regulations 2011 as amended and as may be amended, 
supplemented, or consolidated from time -to-time and any rules, guidance or notices made by the Central Bank which are applicable to the 
Fund.  The Fund is domiciled in Ireland. Nedgroup Investment (IOM) Limited (reg no 57917C), the Investment Manager and Distributor of 
the Fund, is licensed by the Isle of Man Financial Services Authority. The Depositary of the Fund is Citi Depositary Services Ireland DAC, 1 
North Wall Quay, Dublin 1, Ireland. The Administrator of the Fund is Citibank Europe plc, 1 North Wall Quay, Dublin 1, Ireland. 
 
The sub-funds of the Fund (the Sub-Funds) are generally medium to long-term investments and the Investment Manager does not guarantee 
the performance of an investor's investment and even if forecasts about the expected future performance are included the investor will carry 
the investment and market risk, which includes the possibility of losing capital.  
 
The price of shares may go down or up depending on fluctuations in financial markets outside of the control of the Investment Manager 
meaning an investor may not get back the amount invested.  
Past performance is not indicative of future performance and does not predict future returns.  
Risks and fees are outlined in the relevant Sub-Fund supplement. 
Prices are published on the Investment Manager’s website.  
 
Distribution: The prospectus, the supplements, the KIIDS/PRIIPS KIDS, constitution, country specific appendix as well as the annual and 
semi-annual reports may be obtained free of charge in English for the prospectus and in English together with the relevant local languages 
for the KIIDs/KIDs  from the country representative, the Investment Manager, or at www.nedgroupinvestments.com. The Investment 
Manager may decide to terminate the arrangements made for the marketing of its collective investment undertakings in accordance with Art 
93a of Directive 2009/65/EC and Art 32a of Directive 2011/61/EU. 
 
Switzerland: The Representative is Acolin Fund Services AG, Maintower, Thurgauerstrasse 36/38, 8050 Zurich, Switzerland, whilst the 
Paying agent is Banque Heritage SA, Route de Chêne 61, CH-1211 Geneva 6. Nedgroup Investments (IOM) Limited is affiliated to the 
Swiss ombudsman: Verein Ombudsstelle Finanzdienstleister (OFD), Bleicherweg 10, CH-8002 Zurich.  
U.K: Nedgroup Investments (UK) Limited (reg no 2627187), authorised and regulated by the Financial Conduct Authority, is the facilities 
agent. The Fund and certain of its sub-funds are recognised in accordance with Section 264 of the Financial Services and Markets Act 
2000. 
Isle of Man: The Fund has been recognised under para 1 sch 4 of the Collective Investments Schemes Act 2008 of the Isle of Man. Isle of 
Man investors are not protected by statutory compensation arrangements in respect of the Fund. 
 

 

NEDGROUP INVESTMENTS CONTACT DETAILS 

Tel:  toll free from South Africa only 0800 999 160  
Email: info@nedgroupinvestments.co.za 

For further information on the fund please visit: www.nedgroupinvestments.com 

 

OUR OFFICES ARE LOCATED AT 

First Floor, St Mary’s Court 

20 Hill Street, Douglas 

Isle of Man 

IM1 1EU 
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