Following the flow, where
global capital is looking next

Recent flows point to a potentially subtle shift, with investors reassessing the regions
offering a balance of value and reform-driven growth outside the US...

When the Roman Empire reached its zenith, wealth and influence
radiated from every corner of its dominion. Gold from Spain, grain
from Egypt, silk and spices from the East, all flowed to Rome, the
beating heart of a global system built on trade, innovation and
trust. Over time, however, Rome’s dominance faded, not through
sudden collapse, but gradual shifts in trade routes and influence
as power and prosperity found new centres elsewhere.

We think capital flows in much the same way: they rise and
concentrate where opportunity feels strongest, then slowly
migrate as new regions emerge. For more than a decade, global
investors have channelled their wealth toward the modern empire
of growth, the United States. The combination of relentless
technological innovation, policy support and the network effects
of scale has made US equities the cornerstone of most portfolios.
But 2025 has brought signs that this tide, whilst far from
crumbling, is beginning to ripple in new directions.

Global equity markets remain influenced by US events, but
concentration risk among mega-cap tech firms, elevated
valuations and escalating tariff uncertainty raise important
questions: has recent turbulence triggered a broader
reassessment among investors? Are flows genuinely shifting away
from the US, or merely pausing after years of accumulation? And if
capital is beginning to move, where is it going, and why?

This article explores these questions, backed by analysing
Morningstar asset flows, where we look at flows into worldwide
open-ended equity funds across major regions and market
capitalisations. The goal is not to call time on US leadership.
Its companies continue to drive innovation and growth, plus
the country’s size and global reach mean its economy remains
pivotal, accounting for nearly a quarter of global GDP and over
a third of stock market capitalisation. Instead, what we want
to do is examine whether capital may be looking beyond its
shores, delving into why it might and drawing on some of the
opportunities for selective diversification.

US flows, a shift in momentum?

Global portfolios remain heavily dominated by US equities. As
of September 2025, the US alone accounts for nearly $20 trillion
in total net assets, in global equity fund holdings, or roughly a
quarter, according to Morningstar data, by far the largest pool of
capital anywhere in the world.
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Understanding how flows evolve there offers useful
context for any shift in investor sentiment. Looking
at cumulative US equity flows from 2008 to 2024,
the pattern is clear: persistent outflows followed
the global financial crisis, before steady inflows
resumed around 2012 and continued through 2020.
The pandemic initially triggered sharp withdrawals,
but as digital-first behaviours took hold, high-growth
technology companies soared, and inflows surged,
through to 2024, supported further by ultra-loose
monetary policy, fiscal stimulus and the explosive
rise of Al and tech innovations such as ChatGPT.

Fig.1: Cumulative Flows
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Turning to the past year, monthly cumulative flows reveal a
more nuanced picture. In the first quarter of the year, there
was a lot of discussion of investors rebalancing away from
the US, but the data shows that to the end of April 2025,
the US continued to attract strong inflows, despite market
underperformance, the emergence of China’s DeepSeek
challenging US tech leadership and the Liberation Day
sell-off. From late May onwards, however, net outflows
began to appear, likely reflecting escalating trade and tariff
tensions since, with uncertainty around President Trump’s
mercurial approach to tariffs weighing on sentiment.
Elevated valuations among the largest US tech names,
together with increasingly attractive growth opportunities
overseas at lower valuations, may also have played a part.

Fig.2: One-Year Cumulative Flows
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By no means is this a rush for the exits, given how robust
flows were at the start of the year, but outflows since May
mark the first meaningful moderation since early 2021.
Within a $19.7 trillion US asset base, a near-$100 billion
swing over a few months is meaningful, and could signal
an early change in sentiment.

Moreover, the shift is intriguing given the backdrop.
Many major US tech names have rallied since April, yet
the S&P 500 has underperformed developed peers,
including the UK, Japan, and Europe, as well as broader
emerging and frontier markets. Value stocks outside the
US have outpaced growth, suggesting leadership may be
broadening. The moderation in US inflows hints at capital
rotation toward cheaper regions offering a more balanced
growth/value mix, a theme explored further in our recent
note on the sustained outperformance of global value
stocks.

Of course, a few months of data do not define a trend,

but there are reasons why this moderation could persist:
elevated valuations among major US tech stocks,

ongoing uncertainty around tariffs and trade policy, and
increasingly compelling growth opportunities elsewhere,
at much lower valuations. We also looked at flows into

US money market funds, a useful gauge of broader cash
movements, and the pattern is clear: steady, consistent
outflows over the same period suggest some cash is being

redeployed. Whilst there are no sharp spikes to indicate
specific triggers, we think this could reflect two dynamics:
investors rotating back into US tech earlier in Q1 or shortly
after the Liberation Day sell-off, prompted some valuation
corrections, and a subsequent move into other regions as
global opportunities became more attractive.

Where are flows going?

To mirror the US analysis, we’ve reviewed one-year
cumulative monthly flows across key regions to see how
investor sentiment has evolved through 2025 and where
capital might be heading. The first stop is Global Emerging
(GEM) and Frontier Markets, two areas long overlooked but
now seeing a sharp turnaround in both flows and relative
performance.

In GEMs, the direction of travel has shifted sharply.
Persistent outflows continued through the first half of
2025 before bottoming out in June. Since then, flows have
surged, marking the first sustained period of net inflows
for some time and pushing cumulative flows for the year
back into positive territory. The timing is notable: it follows
the onset of US outflows in late May, suggesting some
rotation of capital into emerging markets. For investors,
GEMs now offer more than just diversification; we think
they’re increasingly seen as regions capable of delivering
comparable growth and innovation at far more attractive
valuations. Momentum has been further supported by
improving governance, stronger domestic investment

and re-ratings across several regions, including emerging
Europe. Greece, for example, has been a standout, with
the market rising just over 70% year-to-date on the back of
resilient consumption, a record fiscal surplus, falling public
debt and a turnaround in investment-grade sovereign
ratings.

Fig.3: GEM One-Year Cumulative Flows
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Fidelity Emerging Markets (FEML) has been a key
beneficiary against this backdrop, more than doubling the
returns of the MSCI EM Index. Managers Nick Price and
Chris Tennant’s active long/short approach allows them
to exploit both structural opportunities and balance-sheet
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risks across regions, from Peruvian and West African
gold miners to Taiwanese tech and emerging European
financials, including Greece.

Frontier markets, though smaller and less liquid, have
traced a similar upward path. Flows climbed steadily
through the year, with only brief pauses, and accelerated
markedly from May onwards, again aligning with the
broader shift out of the US. In these markets, easing
rates, reform momentum and improving governance have
underpinned strong performance this year, delivered

with relatively lower volatility to developed market peers,
trends BlackRock Frontiers (BRFI) has captured well. By
deliberately excluding giants like China, India and South
Korea, BRFI accesses smaller emerging markets and
frontier markets where orthodox policy, growing domestic
strength and reform are driving returns, with strong
contributions this year from Vietnam, Pakistan and parts of
the Middle East.

Fig.4: Frontier One-Year Cumulative Flows

Frontier markets cumulative flows
One-year to 30/09/2025
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Flows only tell part of the story. Discount movements
provide another lens to assess whether sentiment is
shifting with the investment trust sector and its UK investor
base. Signs of renewed interest are clear: the wider GEM
trust universe has seen meaningful discount tightening
this year, reflecting both strong performance and growing
appeal. FEML stands out here, with its discount narrowing
from 14.2% at its widest to 7.0% at the time of writing,
and as shown below, FEML’s discount relative to the
Morningstar sector has narrowed even more markedly

at times. More broadly, GEMs are increasingly emerging
as credible alternatives for growth and innovation at

Fig.5: GEM Sector Discounts
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attractive valuations, often delivering returns with lower
volatility than developed markets. We think the sector-
wide discount tightening suggests a reappraisal of risk and
opportunity, with investors recognising the combination

of performance, stability and the unique potential these
markets offer relative to traditional developed market
allocations.

Much of the GEM indices’ success this year has been
driven by the recovery in China’s stock market, reflected
in strong inflows. From January through April, flows
were particularly robust, buoyed by optimism around
developments such as DeepSeek, targeted government
stimulus, domestic strength, consumption recovery and
the government policies pushing China’s independence
from US supply chains or Al innovation. Naturally, there
was a brief pullback in May following the Liberation Day
announcements, which placed China in the crosshairs
of the US tariff debate. However, strong performance
persisted, outpacing most other developed markets,
which coincided with another jump up in flows. Since
July, however, flows have tapered again, likely reflecting
ongoing trade uncertainty between China and the US.
Although the two countries have recently agreed to de-
escalate tensions, investors and markets remain cautious,
contributing to outflows in recent months.

Fig.6: China One-Year Cumulative Flows
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Within the trust space, Baillie Gifford China Growth (BGCG)
has been a key beneficiary. The portfolio, anchored in
domestic innovators aligned with rising consumption

and government policy priorities, from tech innovation

to supply chain interdependence, has helped deliver
exceptional performance over the year. This, in turn,

has driven a tightening of its discount from 14.8% to
9.6% at the time of writing, though still wider than its
five-year average, meaning there could be further scope
for narrowing if momentum persists. More broadly,

the other two trusts in the China sector have also seen
their discounts narrow, meaning all three trusts have
experienced some tightening. Taken together, this reflects
renewed investor confidence in the region and growing
appetite for differentiated, active exposure to China’s
evolving long-term growth story.
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Fig.7: China Sector Discount Movements

China sector discount movements
One-year to 11/11/2025
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Flows regain momentum in
Europe

European markets have seen a meaningful resurgence

in flows over the past year. For the first time in a long
while, European equities have risen because of Europe.
Domestically focussed sectors such as banks, engineering
and construction have led the rebound, supported by
fiscal spending, improving macro fundamentals and
valuations that remain attractive relative to the US. This
illustrates renewed confidence in a region that had lagged
global peers for much of the last decade and highlights

a broadening set of domestic opportunities. European
markets have thus seen a meaningful resurgence in

flows over the past year, which began to accelerate from
January 2025 and has maintained strong momentum since,
underscoring sustained investor interest in the region.

The flows data shows that both US and European equities
saw strong inflows in the first few months of 2025,
meaning Europe’s initial uptick cannot simply be explained
as capital leaving the US. Looking at money market trends
provides insight into how liquidity may have moved across
regions: US money market funds experienced consistent
outflows across the year, whilst broader global money
markets saw inflows through April before turning to
outflows from May onwards. This suggests that at least
some of the cash previously parked in low-risk instruments
in US money markets may have been redeployed into
equities globally, with Europe among the beneficiaries.

Fig.8: Europe One-Year Cumulative Flows
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Like in our GEMs analysis, we’ve looked at European
investment trust discount movements to see whether the
global fund flow trends, reflecting sentiment across all
investor vehicles, are also evident within the sector. The
evidence suggests they are.

After years when optimism about Europe rarely paid off,
active managers have been quick to adapt. JPMorgan
European Growth & Income (JEGI) identified early
momentum in domestically focussed sectors whilst
trimming exposure to global champions whose dominance,
in their view, had waned. This approach has driven a
strong record outperformance and helped narrow JEGI’s
discount meaningfully over the year, but also relative to
the sector, indicating investor recognition of its consistent
performance, dividend delivery and ability to capture
Europe’s evolving domestic story.

Fig.9: JEGI Discount Relative To The Sector
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Similarly, Fidelity European (FEV) has been a clear
beneficiary of the renewed interest in European equities
this year, supported by attractive relative valuations,
improving growth prospects and signs of fiscal loosening
in core economies such as Germany. Its quality-focussed
approach and consistent execution have kept it ahead of
peers, and its discount has tightened from 9.9% to 0.7%
at the time of writing, also much tighter than the sector,
reflecting investor confidence in both the strategy and the
region’s improving fundamentals.

Fig.10: FEV Discount Relative To The Sector
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Together, these examples show how a combination of
macro tailwinds, policy momentum and differentiated
active strategies has helped lift both performance and
sentiment across European equity trusts. Whilst discount
tightening across the wider European sectors has been
encouraging, we think the scale of tightening seen in JEGI
and FEV underscores a more fundamental shift: investors
are re-engaging with active European equity strategies,
recognising the value of their distinct positioning and
ability to capture Europe’s evolving domestic and growth
story.

Some surprises with strong
returns but weaker flows

Not all markets seeing strong performance have enjoyed
matching inflows, however, with Japan and the UK, in
particular, standing out.

Japan:

Japan’s equity flows over the past year have been
surprisingly mixed. From October 2024 through February
2025, the market saw meaningful outflows despite strong
performance, potentially a reflection of profit-taking after
prior gains or early concerns around geopolitical and
trade tensions. Inflows then surged from February through
May 2025, as investors responded to improving domestic
momentum, only for outflows to resume from May
onwards, with a modest pickup in September.

Several factors help explain this uneven picture. Trade
tensions were a key influence: when President Trump’s
tariff plans first emerged, Japan appeared exposed to
higher-than-anticipated tariffs. Although the final deal
lowered tariffs from 25% to 15%, protecting critical sectors
such as autos, the drawn-out negotiations weighed on
investor confidence, and some remain cautious of future
trade frictions. Domestic politics also played a role: the
new prime minister’s popularity and pro-reform stance
have bolstered optimism, yet many investors are waiting
for tangible fiscal or structural outcomes before committing
capital. Historical caution continues to shape behaviour

Fig.11: Japan One-Year Cumulative Flows
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as well, with memories of the Lost Decades keeping some
long-term investors on the sidelines. Other factors likely
contributed to flow dynamics. The market’s sensitivity

to global risk, given Japan’s export-led economy, means
broader developments, such as US monetary policy, global
equity volatility and shifts in Asian growth narratives, can
amplify inflow or outflow patterns.

However, we think that caution looks increasingly out of
step with reality. Inflation has replaced deflation, interest
rates are positive, the yen is stabilising, NISA reforms

are driving domestic inflows, and corporate governance
continues to unlock value, all whilst valuations remain
attractive relative to other developed markets.

Against this improving backdrop, Baillie Gifford Japan
(BGFD), we think, could offer opportunity. Despite a stellar
turnaround year of performance, it continues to trade on

a discount of around 10.3%, wider than both the sector
and its five-year averages. Early corporate reforms initially
favoured cyclical, value-oriented names to which BGFD
has less exposure, but progress has broadened. Many
higher-growth companies that the trust favours are now
redeploying cash-heavy balance sheets and improving
capital efficiency, after seeing the impact reforms have had
across the market. These developments have supported
re-ratings more recently and could drive further long-term
growth yet to be fully reflected in valuations.

UK:

The UK tells a similar story to Japan. Despite outperforming
the S&P 500 and seeing a meaningful pickup in M&A from
international buyers — highlighting that the UK does, in
fact, offer attractive valuations and growth potential — it
has seen consistent outflows over the past year.

Fig.12: UK One-Year Cumulative Flows
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In our view, this appears more sentiment-driven than
fundamental. The UK continues to carry a reputation for
low growth and, more recently, vast amounts of political
uncertainty, with fiscal concerns ahead of the Budget
keeping some investors cautious. Rates may also play a
role: whilst the 4% base rate is lower than a peak of 5.25%,
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it still may not be low enough to lure capital away from
safer cash deposits or high-yield bonds, amid a volatile
global environment. At the same time, global investors
searching for growth and innovation may perceive better
opportunities in Europe or Asia, where access to Al,
semiconductor and healthcare supply chains feels more
direct.

Still, we think value persists. The UK market offers
companies with robust fundamentals, global revenue
exposure, and dividend yields comfortably above peers.
Aberdeen Equity Income (AEI) exemplifies this blend,
delivering a premium dividend without sacrificing a focus
on quality and diminishing the long-term capital growth
potential. Its discount has narrowed from double digits
to a tight 1.4%, reflecting recognition of its differentiated
approach.

Further down the market-cap scale sits Rockwood
Strategic (RKW), a trust we think continues to challenge
perceptions of the UK as a low-growth market. Its hands-
on approach to small and micro caps has consistently
captured highly idiosyncratic, uncorrelated alpha, with a
strong performance track record reflected in its persistent
premium rating.

Conclusion

2025 has been a year of nuanced dialogue in global equity
markets. Despite headline turbulence in the US, with trade
tensions, tech wobbles and market corrections, outflows
only began to emerge in the past few months.

Emerging and frontier markets, along with China, have
been the clearest beneficiaries of these shifts. Sharp
inflows into GEMs and frontier markets reflect not just

a search for growth alternatives, but also the appeal

of structural improvements, governance reforms and
valuations that remain compelling relative to developed
markets. China saw strong inflows for much of the year,
though they have tapered recently, highlighting how
geopolitical tensions and trade uncertainty continue to
shape behaviour despite ongoing domestic stimulus,
innovation and investor optimism. Europe has also enjoyed
a steady resurgence, supported by domestic momentum,
attractive valuations and active managers capturing
opportunities in long-overlooked sectors. Trust discount
movements further underline renewed investor interest
and recognition of differentiated strategies.

Japan and the UK provide some of the year’s most
striking surprises. Japan, despite strong performance
and a supportive backdrop, has experienced highly
mixed flows, with early outflows potentially reflecting

profit-taking, a short but sharp surge of inflows in the
spring and subsequent moderation amid geopolitical and
trade concerns. The UK, meanwhile, has seen consistent
outflows despite solid returns and rising international M&A
activity, suggesting sentiment remains constrained by
political uncertainty and lingering low-growth perceptions,
even as valuation opportunities appear compelling.

Taken together, global flows this year reveal a more
measured, nuanced approach than first assumed. Investors
are beginning to look beyond the US, but by no meansin a
rash exit or knee-jerk reaction, with outflows appearing to
favour markets that combine structural growth, valuation
appeal and differentiated opportunities, at a fraction of the
cost of some of the big US tech names. One way of looking
at this is to say that if so little money has come out of US
equities so far, there could be plenty more to come and
provide upwards pressure on other markets.
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