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Your capital is at risk. Past performance is not a guide to future returns. The following update is 

based on a representative portfolio. As such, stock examples may not be held in every client 

portfolio, and performance may differ.  

 

Mike Gush : One of the defining features of investing in emerging markets is that it almost never 

feels comfortable. That is true even when returns are strong. Over the past year, despite trade 

wars, real wars, bubble fears, and China ’s ongoing property woes, emerging markets managed to 

deliver returns of over 30  per cent  in US dollar terms. That was driven by at least two powerful 

forces.  

First, the continuing AI investment cycle. And second, strength in many commodities. But what 

now? Well, after a year like 2025, the skepticism tends to fall into two camps. Some may view it as 

a one off or a bit of a catch up for emerging markets. They mi ght expect returns to get harder again 

relative to the superior US market.  Others may see it as mostly a sentiment improvement, just a 

rerating, in other words, and not the start of something more durable.  

We don ’t think either frame is particularly useful. The more helpful way, I think, is to say that the 

conditions that held back emerging markets for much of the last 15 years have broadly shifted, and 

that creates a different sort of investment environment.  

So as we enter 2026, we are struck by the resilience of emerging markets countries overall across 

several major emerging economies. Current accounts are stronger. Inflation is more contained,  and 

policy credibility has improved. That gives central banks room to support growth if needed. And this 

is a very different starting point from previous emerging market cycles. And looking ahead, if we 

see the expected combination of US rate cuts and stu bborn US inflation, then the chances of a 

renewed strong dollar to upend the E.M. strength feels low.  

It’s also worth taking deliberate note of the new US security strategy, which marks a change in 

tone. It ’s explicitly accepted more multipolar world, where power is distributed across regions rather 

than dominated by one. And as we ’ve discussed with you before, this feels very positive for trade, 

capital and supply chains in emerging markets.  

Now add one more ingredient. Emerging markets remain structurally underowned even after a 

strong year  many global allocators remain cautious. Less than a third of global funds are overweight 

emerging markets. Or consider the point another way. If you look back at the historic weighting of 

emerging markets in the ACWI index, we still have a long way to go t o get back to the 2009 peak of 

around 14  per cent .  

Now, against what feels like a very positive backdrop,  how are we thinking about the portfolio? 

Well, first, those companies most closely associated with AI have unsurprisingly been a major return 

driver over the past year or so, and we ’ve made some modest reductions where appropriate to 

ensure portfolio diversification. In particular , your holdings in Korea have had a very strong run  

including Samsung Electronics and SK Hynix, and they ’ve also been supported by a wider 

governance reform backdrop in the country.  

Second, we ’ve been spending more time on the second order beneficiaries of AI capex. A constraint 

that is becoming clearer is power. Datacentres, grid infrastructure, storage and transmission are 



 

 

Calton Square, 1 Greenside Row, Edinburgh EH1 3AN  

Telephone +44 (0)131 275 2000 / bailliegifford.com  

 

  

Copyright © Baillie Gifford & Co 202 6 . 
 

already becoming the bottlenecks in the system, perhaps with China being the notable exception. 

We ’ve been adding exposure selectively across areas like power generation, energy storage and 

materials that sit in the supply chain.  And it ’s worth saying that your materials sector exposure also 

contributed very positively to returns in 2025.  

Third, we ’ve been upgrading the growth profile of your China holdings by making some additions. 

Consumer confidence is still subdued, but the idea of supporting consumption is now explicitly 

embedded in the government ’s new Five Year Plan. And that really matters because it anchors 

policy firmly in that direction.  

The potential fuel is significant. Chinese households have around US$23 trillion in bank deposits, 

which is comparable to its entire equity market. In the US, the picture is very different. The equity 

market dwarfs the size of household deposits. At a time  when deposit rates are low in China, when 

Chinese bond yields aren ’t offering much and the property market has clear challenges, we also 

need to be, at the very least, open minded to more equity market flows.  We don ’t assume a rush 

into equities, but even a gradual shift would be meaningful here, given the scale.  

Overall, I ’m feeling really upbeat. It would be too complacent to declare that we ’re at the beginning 

of a golden era for emerging markets, but we ’re comfortable saying that the setup is better than it 

has been in some time. Company and country fundamentals are strengthening,  positioning remains 

light, but sentiment is improving. You don ’t have to pay hefty developed market multiples for this  

superior emerging market s  growth. Thank you as always for your continued support.  
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Emerging Markets       

Annual past performance to 31 December each year (%)  

  2021  2022  2023  2024  2025  

Emerging Markets All Cap Composite (gross)  -7.8 -26.5  15.1 6.9  40.6  

Emerging Markets All Cap Composite (net)  -8.5 -27.1 14.2 6.1 39.4  

Emerging Markets Leading Companies Composite (gross)  -7.5 -25.4  11.9 6.6  35.3  

Emerging Markets Leading Companies Composite (net)  -8.3 -26.0  11.0 5.8 34.2  

MSCI Emerging Markets index  -2.2 -19.7 10.3 8.1 34.4  

      

Annualised returns to 31 December 2025 (%)    

  1 year 5 years  

10 

years    

Emerging Markets All Cap Composite (gross)  40.6  3.2 10.5   

Emerging Markets All Cap Composite (net)  39.4  2.4 9.6    

Emerging Markets Leading Companies Composite (gross)  35.3  2.2 10.8   

Emerging Markets Leading Companies Composite (net)  34.2  1.3 9.8    

MSCI Emerging Markets index  34.4  4.7 8.9    

Source: Revolution, MSCI. US dollars. Returns have been calculated by reducing the gross return by the highest annual managem ent fee for the 

composite. 1 year figures are not annualised.  

      

Past performance is not a guide to future returns.       

      

Legal notice: MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with resp ect to any MSCI data 

contained herein. The MSCI data may not be further redistributed or used as a basis for other indexes or any s ecurities or financial products. This 

report is not approved, endorsed, reviewed or produced by MSCI. None of the MSCI data is intended to constitute investment ad vice or a 

recommendation to make (or refrain from making) any kind of investment decision and  may not be relied on as such.  

 

Risk  factors   

The views expressed should not be considered as advice or a recommendation to buy, sell or hold a 

particular investment. They reflect opinion and should not be taken as statements of fact nor 

should any reliance be placed on them when making investment dec isions.  

 

This communication was produced and approved in January 2026  and has not been updated 

subsequently. It represents views held at the time and may not reflect current thinking.  

 

All investment strategies have the potential for profit and loss, your or your clients ’ capital may be 

at risk. Past performance is not a guide to future returns.  

 

This communication contains information on investments which does not constitute independent 

research. Accordingly, it is not subject to the protections afforded to independent research, but is 
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classified as advertising under Art 68 of the Financial Services Act ( ‘FinSA ’) and Baillie Gifford and 

its staff may have dealt in the investments concerned.  

 

All information is sourced from Baillie Gifford & Co and is current unless otherwise stated.  

 

 

Important information  

Baillie Gifford & Co and Baillie Gifford & Co Limited are authorised and regulated by the 

Financial Conduct Authority (FCA). Baillie Gifford & Co Limited is an Authorised Corporate 

Director of OEICs.  

 

Baillie Gifford Overseas Limited provides investment management and advisory services 

to non -UK Professional/Institutional clients only. Baillie Gifford Overseas Limited is wholly 

owned by Baillie Gifford & Co. Baillie Gifford & Co and Baillie Gifford Over seas Limited are 

authorised and regulated by the FCA in the UK.  

 

Persons resident or domiciled outside the UK should consult with their professional 

advisers as to whether they require any governmental or other consents in order to enable 

them to invest, and with their tax advisers for advice relevant to their own parti cular 

circumstances.  

 

Financial intermediaries  

This communication is suitable for use of financial intermediaries. Financial intermediaries 

are solely responsible for any further distribution and Baillie Gifford takes no responsibility 

for the reliance on this document by any other person who did not r eceive this document 

directly from Baillie Gifford.  

 

Europe  

Baillie Gifford Investment Management (Europe) Ltd (BGE) is authorised by the Central 

Bank of Ireland as an AIFM under the AIFM Regulations and as a UCITS management 

company under the UCITS Regulation. BGE also has regulatory permissions to perform 

Individ ual Portfolio Management activities. BGE provides investment management and 

advisory services to European (excluding UK) segregated clients. BGE has been appointed 

as UCITS management company to the following UCITS umbrella company; Baillie Gifford 

Worldwide Funds plc. BGE is a wholly owned subsidiary of Baillie Gifford Overseas 

Limited, which is wholly owned by Baillie Gifford & Co. B aillie Gifford Overseas Limited 

and Baillie Gifford & Co are authorised and regulated in the UK by the Financial Conduct 

Authority.  
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South Korea  

Baillie Gifford Overseas Limited is licensed with the Financial Services Commission in 

South Korea as a cross border Discretionary Investment Manager and Non -discretionary 

Investment Adviser.  

 

Japan  

Mitsubishi UFJ Baillie Gifford Asset Management Limited ( ‘MUBGAM ’) is a joint venture 

company between Mitsubishi UFJ Trust & Banking Corporation and Baillie Gifford 

Overseas Limited. MUBGAM is authorised and regulated by the Financial Conduct 

Authority.  

 

Australia  

Baillie Gifford Overseas Limited (ARBN 118 567 178) is registered as a foreign company 

under the Corporations Act 2001 (Cth) and holds Foreign Australian Financial Services 

Licence No 528911. This material is provided to you on the basis that you are a “wh olesale 

client” within the meaning of section 761G of the Corporations Act 2001 (Cth) 

(“Corporations Act”).  Please advise Baillie Gifford Overseas Limited immediately if you are 

not a wholesale client.  In no circumstances may this material be made availabl e to a “retail 

client” within the meaning of section 761G of the Corporations Act.  

 

This material contains general information only.  It does not take into account any person ’s 

objectives, financial situation or needs.  

 

South Africa  

Baillie Gifford Overseas Limited is registered as a Foreign Financial Services Provider with 

the Financial Sector Conduct Authority in South Africa.  

 

North America  

Baillie Gifford International LLC is wholly owned by  Baillie Gifford Overseas Limited; it was 

formed in  Delaware in 2005 and is registered with the SEC. It is  the legal entity through 

which Baillie Gifford Overseas  Limited provides client service and marke ting functions  in 

North America. Baillie Gifford Overseas Limited is  registered with the SEC in the United 

States of America.  

 

The Manager is not resident in Canada, its head office and principal place of business is in 

Edinburgh, Scotland. Baillie Gifford Overseas Limited is regulated in Canada as a portfolio 

manager and exempt market dealer with the Ontario Securities Commission  (‘OSC ’). Its 

portfolio manager licence is currently passported into Alberta, Quebec, Saskatchewan, 

Manitoba and Newfoundland & Labrador whereas the exempt market dealer licence is 

passported across all Canadian provinces and territories . 
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Israel  

Baillie Gifford Overseas Limited is not licensed under Israel ’s Regulation of Investment 

Advising, Investment Marketing and Portfolio Management Law, 5755 -1995 (the Advice 

Law) and does not carry insurance pursuant to the Advice Law. This material is only 

intended for those categories of Israeli residents who are qua lified clients listed on the 

First Addendum to the Advice Law.  

  

Singapore  

Baillie Gifford Asia (Singapore) Private Limited is wholly owned by Baillie Gifford Overseas 

Limited and is regulated by the Monetary Authority of Singapore as a holder of a capital 

markets services licence to conduct fund management activities for institu tional investors 

and accredited investors in Singapore. Baillie Gifford Overseas Limited, as a foreign 

related corporation of Baillie Gifford Asia (Singapore) Private Limited, has entered into a 

cross -border business arrangement with Baillie Gifford Asia ( Singapore) Private Limited, 

and shall be relying upon the exemption under regulation 4 of the Securities and Futures 

(Exemption for Cross -Border Arrangements) (Foreign Related Corporations) Regulations 

2021 which enables both Baillie Gifford Overseas Limit ed and Baillie Gifford Asia 

(Singapore) Private Limited to market the full range of segregated mandate services to 

institutional investors and accredited investors in Singapore.  


