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What is the impact on EM Market during Middle East Tension?

Video highlights:

Conflicts in the Middle East have triggered a risk-off trend in emerging markets (EM),
and energy prices rose immediately, especially for oil price. Shipping traffic through
the Strait of Hormuz slowed as war risk premiums surged and vessels were rerouted.
Even without a formal blockade, actual supply has decreased due to insurance costs,
inspections, and self-imposed shipping restrictions.

However, for China—where energy security has long been a strategic priority, has
diversified its crude oil sources and built up inventories over time, which has mitigated
short-term risks to some extent. While most of the EM economies fear a re-inflation,
China has been grappling with deflationary pressures in a period of time. Moderately
rising import inflation, while not without cost, is not necessarily negative in economies

seeking stronger price dynamics.

Historically, weak USD often benefits EM markets. A weaker USD starting in 2025
result a capital inflows to leave the USD and flow to other non-US currencies and non-
US assets. EM markets are one such beneficiary. If the USD remains stable or
weakens further in the future, EM markets are expected to continue to benefit.

According to IMF, economic growth in EM and developing countries will continue to
outperform developed countries. For instance, China’s exports continues to rise,
demonstrating that supply chain diversification and export competitiveness remain
intact. These factors help support a gradual recovery in the Chinese economy.
Meanwhile, the market generally expects strong corporate earnings growth in EM for
2026, exceeding that of many developed markets, providing substantive support for
EM equities.

In terms of valuation, the MSCI Emerging Markets Index currently shows attractive
12-month forward PE ratios relative to the MSCI World Index, even falling below long-
term averages. This valuation gap provides a relatively attractive entry point.

While EM equity holdings remained low for previously, capital inflows have begun to
pick up over the past few years. If the allocations return to their 20-year average levels,
it would represent an capital inflow of over $1 trillion USD — a potential momentum
that should not be ignored.
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® By investing in both EM stocks and bonds simultaneously, investors can capture the
growth potential of equities while utilizing the stability of bonds to balance overall
portfolio volatility. In fact, EM stocks and bonds offer clear regional complementary —
stocks are primarily concentrated in Asia, while bonds are focused on EMEA (Europe,
Middle East, and Africa) and Latin America, helping to achieve more comprehensive

diversification.

Full version is only available in Chinese language.
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Important Note and Risk Disclosure Statement

This document is issued by China CITIC Bank International Limited (“the Bank”) and used for reference
purpose only. The information or opinion herein is not to be construed as professional investment advice or
any offer of, or invitation by or on behalf of the Bank to any person to purchase or sell or acquire or invest in
any investment products. The information or opinion presented has been developed internally and/or taken
from sources believed to be reliable, but the Bank makes no warranties or representation as to the accuracy,
correctness, reliabilities or otherwise with respect to such information or opinion, and assume no responsibility
for any omissions or errors in the content of this document. For information which is provided by the Information
Provider and other companies such as fund houses, it is being re-transmitted by the Bank in the ordinary
course of business to you for general information and reference purposes only. The Bank makes no warranties
or representation as to the accuracy. This document is not intended to provide any investment advice.
Investors should not make investment decisions solely based on the content of this document, nor should they
consider any content in this document as guidance for determining whether individual markets are suitable for
investment. Before making any investment decision, investors should carefully consider the risk factors
relating to an investment product in light of their own financial circumstances, investment objectives and
experiences and other personal circumstances, and should seek appropriate professional advice if necessary.
The Bank accepts no liability for any direct, special, indirect, consequential, incidental damages or other loss
or damages of any kind arising from any use of or reliance on the information or opinion herein.

Investment involves risks, investment value and return may go down as well as up. Past performance of each
investment product is not indicative of its future performance. Losses may be incurred but may not necessarily
result in profits as a result of buying and selling investment product. Investment in emerging markets involves
above average investment risks, such as possible fluctuations in foreign exchange rates, political and
economic uncertainties. The price of securities fluctuates, sometimes dramatically. The price of securities may
move down or up and may become valueless. It is as likely that losses will be incurred rather than profits made
as a result of buying or selling securities.

When investing in high-yield or unrated bonds or related products, investors face higher default risk, credit risk
or liquidity risk, and are more susceptible to the impact of economic cycles. During economic downturns, their
value typically declines more as (i) investors become more risk-averse and (ii) default risk increases. Foreign
currency investments are subject to exchange rate risk which may result in gain or loss. The fluctuation in the
exchange rate of foreign currency may result in losses in the event that customer converts the foreign currency
into HKD or other foreign currencies. Renminbi is not freely convertible at present. The actual conversion
arrangement will depend on the restrictions prevailing at the relevant time.

China CITIC Bank International Limited is an authorized institution under the Banking Ordinance and is
regulated by the Hong Kong Monetary Authority

This document is issued by the China CITIC Bank International Limited and has not been reviewed by the
Securities and Futures Commission ("SFC") or any regulatory authority in Hong Kong.

No part of this document may be reproduced or transmitted in any form or by any means without the prior
written permission of the Bank.



