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EM Valuations Remain Attractive

MSCI EM Relative to MSCI World
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Source: MSCI, Morgan Stanley Research, Data as of January 31, 2011.



Have Money Flows to EM Equities Been Too Strong?

Inflows into Emerging Market Equities and Forward

Relative Returns
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Source: lan Scott, Nomura Strategy Research

One notable risk is that money flows to EM equities have been unusually strong of
late; historically that has represented a contrarian indicator.



EM Inflation is a Key Risk

CPI inflation (% y/y, mid-weighted)
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EM inflation rates have risen in response to robust growth; potential monetary
tightening is a key risk to EM valuations.



China is Now Facing Mounting Inflation Pressure

Food Price Inflation Leads China's Overall Inflation

China: CPI: Food
China: Consumer Price Index

257 - 25
207 L 20
157 L 15
107 - 10
> 5
'_""""""""'"'l"'I"'I"'||||||||||.."5

00 01 02 03 04 05 06 07 08 09 10
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China’s policymakers are increasingly concerned about rising inflation
pressures, especially related to politically sensitive food prices.
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