Is it time to venture off-piste?

Why it may be an opportune time to look beyond mainstream equity markets...

Stability has been in short supply for investors in recent months.
After a stellar run, the S&P 500 ground into reverse amid
mounting concerns over the waning of American exceptionalism.
This sell-off deepened after the geopolitical aftershocks of
‘Liberation Day’ reverberated through global stock markets,
further rattling investor confidence.

American neuroscientist John Lilly once observed, “Our only
security is our ability to change” and the recent market turbulence
may serve as a timely reminder for investors to take a fresh look
at portfolio allocations.

While diversification remains a popular strategy, finding
uncorrelated equity returns is becoming ever harder. The
Magnificent Seven not only dominate global indices but also
shape the fortunes of tech-driven sectors in major emerging
markets such as the semiconductor industries in South Korea and
Taiwan.

Against this backdrop of heightened uncertainty and

shifting global dynamics, might it be a good time to improve
diversification by venturing off-piste into less correlated equity
markets? If so, frontier markets could just fit the bill, offering
access to attractively-valued companies with strong domestic
growth drivers, alongside compelling income yields.

Harnessing the middle ground

As geopolitical rivalries deepen, smaller emerging and frontier
economies are benefitting from the growing polarisation between
East and West. Whilst the evolving geopolitical environment
signifies a period of potential market volatility, it also presents
unique opportunities across a variety of sectors, industries and
geographies in BRFI’s investment universe.

These structural shifts are creating a fertile hunting ground

for active managers. In a recent webinar, Emily Fletcher, co-
manager of BlackRock Frontiers (BRFI), highlighted the benefits
of maintaining political neutrality, dubbing the UAE as the
“Switzerland of the Middle East”. The last few years have seen
global businesses setting up regional hubs in the region, which
also enjoys a burgeoning domestic market in finance and real
estate.

Update

Analysts:
Jo Groves

Kepler Partners is not authorised to make recommendations
to Retail Clients. This report is based on factual information
only.

The material contained on this site is factual and provided
for general informational purposes only. It is not an
invitation or inducement to buy, sell or subscribe to

any product described, nor is it a statement as to the
suitability or otherwise of any investments for any person.
The material on this site does not constitute a financial
promotion within the meaning of the FCA rules or the
financial promotions order. Persons wishing to invest in
any of the securities discussed in the website should take
their own independent advice with regard to the suitability
of such investments and the tax consequences of such
investment.

Although tariffs remain a potential headwind,
co-manager Sam Vecht believes much of this risk

is reflected in valuations. However, the outlook
remains very uncertain until there is more clarity on
the likely tariffs after the current 9go-day pause. Sam
also sees opportunities arising from shifting trade
dynamics, with the potential for Southeast Asian
and emerging European companies to become the
unexpected beneficiaries of US trade barriers with
China in particular.

Growth meets yield

Smaller emerging and frontier markets offer
exposure to some of the world’s fastest-growing
economies. The IMF is forecasting real GDP growth of
over 5% in Vietnam, Georgia and the Philippines in
2025, compared to 1% for the G7 economies.

This is also a diverse and underexplored universe
which offers a broad range of both local and
global growth drivers. These include demographic
tailwinds, a growing consumer class and
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financial inclusion on the domestic front and export-led
opportunities in megatrends such as clean energy and
friendshoring.

The size and breadth of the universe also plays to the
strengths of active managers. By way of example, BRFI has
exposure to a diverse range of markets including Pakistan,
Kenya and Bangladesh where economic reforms and IMF
support are driving a more positive outlook.

Beyond growth, these markets also offer an attractive

but often overlooked income stream. As illustrated in the
graph below, the MSCI Frontier and Emerging Markets
Select Index currently yields almost 5%, comfortably above
traditional equity income sectors such as UK and European
large caps.

Fig.1: Frontier Markets Offer A Compelling Yield
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Source: MSCI factsheets (as at 31/03/2025) and BRFI factsheet (as at 28/02/2025). Indices
include MSCI Frontier and Emerging Market Select and MSCI Emerging Markets indices

BRFI also currently offers a dividend yield of just under
5%. While the trust doesn’t follow a progressive dividend
policy, portfolio companies typically exhibit discipline

in capital expenditure and maintain consistent dividend
payout ratios, meaning that earnings growth has generally
translated into rising dividend income.

Unlocking valuation
opportunities

Valuations in smaller emerging and frontier markets
remain appealing. The MSCI Frontier + Emerging Markets
ex Selected Countries Index (the “Benchmark Index”) is
currently trading on a forward price earnings ratio of 11
times, well below the 17 times for the MSCI ACWI Index.

As shown in the graph below, this discount has widened
in recent years, as valuations have increased in developed
markets but remained largely flat in frontier and smaller
emerging markets. This growing divergence in valuations
presents a compelling opportunity for active managers to
uncover undervalued companies with overlooked growth
potential.

Fig.2: Valuations Remain At A Significant
Discount
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Finding an active edge

Frontier and smaller emerging markets remain inefficient
and under-researched. Passive strategies are scarce (due
to illiquidity and high tracking costs) while most active
emerging markets funds concentrate on a handful of large
economies such as China, India and Brazil, leaving much of
the investable universe untouched.

This creates a genuine edge for experienced managers
such as Sam and Emily. Backed by the substantial
resources of BlackRock, they combine top-down macro
overlays with in-depth, bottom-up company research.

Currency risk is considered as part of the asset allocation
process and liquidity is another important factor for the
managers. While BRFI has the ability to hold 15% of the
portfolio in one single company, an individual position will
typically not exceed 5% and it will usually not investin a
name trading below US$1-10 million a day.

Crucially, Sam and Emily conduct extensive on-the-ground
due diligence prior to investing, meeting not only company
management but also suppliers, customers, politicians
and even trade unions to get a holistic view of the entire
ecosystem. Corporate governance considerations are

also important, and all portfolio companies will have fully
audited accounts (often conducted by Big Four firms).

BRFI’s performance is testament to the stock-picking
skills of its managers. The trust has achieved a share
price total return of almost 90% over the last five years
(to 28/02/2025, in GBP) compared to 32% for the
benchmark index. It also offers a relatively low correlation
to mainstream US and global equities, as well as lower
volatility than the S&P 500 and MSCI World indices over
the last year.

Looking ahead, venturing off-piste into smaller emerging
and frontier markets may serve as a valuable diversifier at
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a time when market volatility looks likely to continue and
mainstream equities are increasingly correlated. While

the investment universe does carry inherent political and
macroeconomic risk, it also offers a unique entry point for
active managers to tap into under-researched, high-growth
companies at compelling valuations.

View the latest research note here

Click here to add BRFI to your watchlist

Click here to read related research

ina | Kepler Kepler Trust Intelligence is written and published by the investment companies team at Kepler Partners.

Visit www.trustintelligence.co.uk for new investment ideas and detailed thematic research every week.

S———


https://www.trustintelligence.co.uk/investor/funds/blackrock-frontiers-investment-trust
https://www.trustintelligence.co.uk/investor/funds/blackrock-frontiers-investment-trust
https://www.trustintelligence.co.uk/investor/articles?fund_id=12

This is a non-independent marketing communication commissioned by BlackRock. The report has not been prepared in accordance with legal
requirements designed to promote the independence of investment research and is not subject to any prohibition on the dealing ahead of the
dissemination of investment research.

Disclaimer

This report has been issued by Kepler Partners LLP. The analyst who has prepared this report is aware that Kepler Partners LLP
has a relationship with the company covered in this report and/or a conflict of interest which may impair the objectivity of the
research.

Past performance is not a reliable indicator of future results. The value of investments can fall as well as rise and you may get back
less than you invested when you decide to sell your investments. It is strongly recommended that if you are a private investor
independent financial advice should be taken before making any investment or financial decision.

Kepler Partners is not authorised to make recommendations to retail clients. This report has been issued by Kepler Partners LLP, is
based on factual information only, is solely for information purposes only and any views contained in it must not be construed as
investment or tax advice or a recommendation to buy, sell or take any action in relation to any investment.

The information provided on this website is not intended for distribution to, or use by, any person or entity in any jurisdiction or
country where such distribution or use would be contrary to law or regulation or which would subject Kepler Partners LLP to any
registration requirement within such jurisdiction or country. In particular, this website is exclusively for non-US Persons. Persons
who access this information are required to inform themselves and to comply with any such restrictions.

The information contained in this website is not intended to constitute, and should not be construed as, investment advice. No
representation or warranty, express or implied, is given by any person as to the accuracy or completeness of the information
and no responsibility or liability is accepted for the accuracy or sufficiency of any of the information, for any errors, omissions or
misstatements, negligent or otherwise. Any views and opinions, whilst given in good faith, are subject to change without notice.

This is not an official confirmation of terms and is not a recommendation, offer or solicitation to buy or sell or take any action in
relation to any investment mentioned herein. Any prices or quotations contained herein are indicative only.

Kepler Partners LLP (including its partners, employees and representatives) or a connected person may have positions in or
options on the securities detailed in this report, and may buy, sell or offer to purchase or sell such securities from time to time,
but will at all times be subject to restrictions imposed by the firm’s internal rules. A copy of the firm’s Conflict of Interest policy is
available on request.

PLEASE SEE ALSO OUR TERMS AND CONDITIONS

Kepler Partners LLP is authorised and regulated by the Financial Conduct Authority (FRN 480590), registered in England and Wales
at 70 Conduit Street, London W1S 2GF with registered number 0C334771.



