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IShares MSCI EM Top 10 Holdings

Samsung Electronics
Ltd 2.19%

Tencent HoldIngs Ltd 4.25%

Meltuan 1.2%

Rellance

Allbaba Group Holding Lid  |Industries Lid Xlaoml Corporation

Talwan Semlconductor Manufacturing 10.89% 235% 113% 0.96%

Source: FactSet as at 31 January 2025.

What this chart shows

Lots of attention has been paid o the concentration risk in US equities over the past two years,
with the “Magnificent 7" dominating returns and index composition. However, emerging
market (EM) indices have also become increasingly top-heavy. This week’s chart shows the top
10 stocks in the MSCI Emerging Markets Index as at end January, highlighting the dominance of
technology stocks (navy blue in the chart) in the index — and particular concentration in just one
company, Taiwan Semiconductor Manufacturing Company (TSMC) which currently accounts
for over 10% of the index. Meanwhile, in the MSCI Emerging Markets ex-China Index, its weight
increases to 15%. Interestingly, ten years ago, TSMC accounted for just 2.9% of the index. The
market itself is also highly concentrated geographically, with China, India, Taiwan and Korea
making up 75% of the index as at end January. On top of this, over the last five years, TSMC and
Tencent alone have contributed to 50% of the benchmark’s return, which illustrates the effect of
this concentration risk further.

Why this is important

Top holdings, TSMC, Tencent and Samsung are increasingly fied to the same Al-themes that
have driven US tech giants’ returns, making EM index/passive exposure less of a diversifier in
a global portfolio. This concentration also creates potential downside risk, as past regulatory
interventions in China'’s tech sector — such as those that impacted Alibaba, Tencent and Meituan
between 2020 and 2023 - serve as a reminder that senfiment can shift rapidly.

Our active managers in the EM space, such as Aikya and Schroder EM Value, offer a more
diversified approach across countries, sectors and companies. Aikya, known for its quality-
focused strategy, remains underweight in tech and specifically semiconductors. While they
recognise that Taiwan has produced some of the world’s best semiconductor firms, Aikya
believes valuations have become increasingly difficult to justify, leading them to reduce
exposure. It remains to be seen whether the enthusiasm for Generative Al can sustain the
industry’s record-high valuations.

From an asset allocation perspective, we see attractive valuations in EM compared to developed
markets, where large-cap equities have re-rated on the back of soft-landing expectations and
monetary easing. These elevated multiples in developed markets introduce vulnerability to any
negative earnings surprises, whereas EM equities trade at more appealing price-to-earnings
(P/E) multiples — currently at a ¢30% discount. Additionally, material fiscal stimulus in China
and continued easing in the US could further improve sentiment for EM equities. Concentration
remains a challenge, though the combination of compelling valuations versus developed market
counterparts and diversification benefits makes active management a compelling strategy in
this space.
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9th Floor, Centre Mark Il

305-313 Queen’s Road Central
Sheung Wan, Hong Kong

Important notes

This communication is issued by Belvest
Investment  Services  Limited and/or
Belvest related companies (collectively,
and individually Belvest) solely to its
clients, qualified prospective clients or
institutional and professional investors.
Unless stated otherwise, any opinions or
views expressed in this communication do
not represent those of Belvest. Opinions or
views of any Belvest company expressed
in this communication may differ from
those of other departments or companies
within Belvest, including any opinions or
views expressed in any research issued by
Belvest. Belvest may deal as Distributor or
Agent, or have interests, in any financial
product referred fo in this email. Belvest
has policies designed fo negate conflicts
of interest. Unless otherwise stated, this
e-mail is solely for information purposes.

This message may contain confidential
information.  Any use, dissemination,
distribution or reproduction of this
information outside the original recipients
of this message is strictly prohibited. If
you receive this message by mistake,
please notify the sender by reply email
immediately.

Unless specifically stated, neither the
information nor any opinion contained
herein constitutes as an advertisement, an
invitation, a solicitation, a recommendation
or advise fo buy or sell any products,
services, securities, futures, options, other
financial instruments or provide any
investment advice or service by Belvest.

Tel +852 2827 1199
Fax +852 2827 0270
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No representation or warranty is given as
to the accuracy, likelihood of achievement
or reasonableness of any figures, forecasts,
prospects or return (if any) contained in the
message. Such figures, forecasts, prospects
or returns are by their nature subject to
significant uncertainties and contingencies.
The assumptions and parameters used
by Belvest are not the only ones that
might reasonably have been selected
and therefor Belvest does not guarantee
the sequence, accuracy, completeness
or timeliness of the information provided
herein. None of Belvest, its group members
or any of their employees or directors shall
be held liable, in any way, for any claims,
mistakes, errors or otherwise arising out
of or in connection with the content of this
e-mail.

This e-mail and any accompanying
affachments are not encrypted and cannot
be guaranteed to be secure, complete or
error-free as electronic communications
may be infercepted, corrupted, lost,
destroyed, delayed or incomplete, and/
or may contain viruses. Belvest therefore
does not accept any liability for any
interception, corruption, loss, destruction,
incompleteness, viruses, errors, omissions
or delays in relation to this electronic
communication. If verification is required
please request a hard-copy version.
Electronic communication carried within
the Belvest system may be monitored.



