
The Industrial Reset  
In Emerging Markets

Assembly lines worldwide are humming with activity, signaling 
a promising revival of the manufacturing sector after decades 
of sluggishness. Governments are at the heart of new industrial 
policies, pumping billions of dollars to revive their critical 
domestic industries and build friendlier supply chains.

The share of manufacturing in global gross domestic product (GDP) peaked 
in the 1980s when manufacturing increasingly moved to lower-cost countries. 
This resulted in an influx of investment capital to countries like China, where 
abundant labor facilitated the production of cheap goods. Globalization 
and a move toward market-oriented policies in many developed economies 
led to services becoming an important driver for economic growth, while 
economies  like Japan and Korea shifted to more sophisticated manufacturing. 
By 2021, the services sector’s contribution to global GDP rose to 67% from 
58% in 1980. This seismic shift in how the world produced its goods reshaped 
geopolitics and created significant global dependencies.

The turmoil caused by the COVID-19 pandemic highlighted the risks associated 
with overreliance on a single country for manufacturing needs. The outbreak 
of the Russia-Ukraine conflict, which disrupted Europe’s access to cheap 
Russian gas, then accelerated the demand for renewable energy, and brought 
the focus on defense expenditures. Further, generative artificial intelligence 
(Gen AI) adoption is also leading to investments in the physical world, making 
factory automation more efficient, semiconductor production more critical 
and electrification and grids indispensable. 

In emerging markets (EM), this capital expenditure (capex) revival is being 
supported by governments and better macro conditions. Emerging economies, 
like India, Indonesia, Malaysia and Brazil, are entering a new credit cycle, 
boosting capital spending driven by public and private investments.
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Resilience Capex: Disruption  
to Durability
The decoupling of the two economic 
superpowers, China and the U.S., 
has brought critical manufacturing 
and infrastructure investment home 
(onshoring). Additionally, it led to a shift 
in the share of goods the U.S. imports 
from China to other EM countries 
(nearshoring / friendshoring). The U.S. 
now imports more from Mexico than 
China. Countries like Vietnam, Malaysia, 
India and Indonesia are also gaining share 
in U.S. imports because these “China 
plus One” countries provide competitive 
labor costs and friendlier relations. 

In developed markets (DM), countries 
are investing in energy, industrial 
commodities, food, semiconductors 
and medicine to mitigate supply chain 
risks. In EM, excluding China, capex is 
being deployed for the manufacturing 
of chemical components, textiles and 

electrical equipment because of this 
reshoring trend.  China, on the other 
hand, invested $28.2 billion in 2023 
and $30 billion in 2022 in its electric 
vehicle (EV) related industries and is 
actively diversifying away from American 
consumers. Key markets for Chinese EVs 
now include European countries like 
Belgium and the UK, and EMs like  
Brazil, Thailand and the Philippines.

Offshoring capex is also driving 
the need for better infrastructure, 
logistics and power, which should 
boost the engineering and construction 
industrials. Vietnam stands out as the 
leading beneficiary of manufacturing 
moving beyond China, allocating 
6% of its GDP to infrastructure, a 
figure almost three times the ASEAN 
average of 2.3%. India increased its 
capex on roads and railways from 
0.6% of GDP in 2020 to 1.5% in 2023, 
and this year it has allocated $134 
billion to infrastructure development, 
with an emphasis on improving its 
transportation networks. In Latin 
America, Brazil is witnessing an 
infrastructure super-cycle and is 
planning to auction off 35 highway 
projects by 2026.

With emerging economies accounting 
for as much as 85% of global 
incremental electricity demand 
over the next two years, substantial 
investment in resilient electrification 
infrastructure and renewables is 
also needed, further boosting capital 
expenditure. Over the past five years, 
China, India, Turkey, Indonesia and Poland 
have experienced the highest growth in 
power consumption. China’s electricity 
usage is expected to increase by 1,400 

TWh by 2026, growing at 5% annually, 
which amounts to approximately half of 
the EU’s current usage. Similarly, India’s 
electricity consumption is expected to 
grow by around 6%.

Clean Energy Capex:  
Powering the Future
The global push in electrification will 
drive investments in renewables to 
meet the growing demand for power. 
Moreover, AI’s voracious appetite for 
data is fueling a dramatic increase 
in demand for data centers which 
consume vast amounts of electricity.  
To reach a net zero emissions target 
by 2050, clean energy investments 
worldwide will need to more than 
triple by 2030 to around $4 trillion 
annually, according to some estimates.

China, the global leader in EV production 
and battery technology, is also dominant 
in green energy supply chains. China is 
expected to make the largest power 
grid investments in the world in 2024 
and 2025. While other EM countries 
are trying to take a bigger share in the 
clean energy ecosystem, this will require 
significant effort. India plans to add 500 
gigawatts of renewable energy capacity 
by 2030, which will require high-voltage, 
direct current lines and equipment 
as well as grid stability technology 
(“Weaving India’s Future: A Tapestry  
of Green and Grey Energy”). 

The Chilean government plans to 
decarbonize the country’s energy 
by 2030, investing $30 billion to 
generate 15 gigawatts of clean energy 
and to build transmission and storage 
infrastructure. Excluding China and 

https://www.morganstanley.com/im/en-us/financial-advisor/insights/articles/weaving-indias-future.html
https://www.morganstanley.com/im/en-us/financial-advisor/insights/articles/weaving-indias-future.html


DISPLAY 2
Steady Fixed Capital Investment Climb in Emerging Markets
Gross Fixed Capital Investment’s Share of GDP in Several EM Countries

Source: Haver Analytics. As of 12/31/2023.
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India, EM economies are set to spend  
$300 billion on clean energy 
investments in 2024, or 15% of  
the global total.

Substitution Capex: Tech 
Solves Demographic 
Bottleneck
Currently, the industrial sector faces 
dual challenges: inefficient supply 
chains and falling labor supply. The 
once robust baby boom has gone bust, 
as women are having fewer babies. 
Between 2012 and 2021, the global 
labor force participation declined by   
1.3 percentage points. In the wake 
of rising labor costs, businesses are 
increasingly turning to technology to 
bridge the gap. Automation, especially 
through advanced robotics and software 
solutions, presents a major opportunity 
for industrial companies in both 
developed and emerging economies.

EMs are both adopters and producers 
of new automation technologies. The 
less headline-grabbing opportunities 

of AI lie in industrial automation, 
making manufacturing processes more 
streamlined and efficient. Countries 
like South Korea, China and Taiwan 
are major manufacturers of industrial 
robots and automation equipment.  
Even the structural growth in green 
energy boosts the need for automation 
and energy efficient motors, evidenced 
by China’s ongoing upgrading and 
digitalization of its grid system. Along 
with the conventional winners of 
industrial automation like robots, 
equipment and machinery, industrial 
software companies also have  
pricing power due to differentiated  
product offerings. 

Defense Capex: Defense Is  
the Best Defense
At the end of the Cold War, many 
western governments cut their defense 
expenditure, putting procurement 
and production decisions on hold. 
Fast forward and the consequences 
are stark: half of Europe’s land-based 

systems and as much as 80% of land-
based air systems are more than 30 
years old. Russia’s invasion of Ukraine 
brought the focus back on security, 
leading to a surge in spending on 
defense and aerospace equipment,  
with factories cranking up production 
of military vehicles and munitions. Last 
year, global spending on military and 
weapons jumped 7% to $2.4 trillion, 
the highest in the past 35 years.     

Outside of Europe, geopolitical 
tensions in the Middle East and China’s 
assertive claims on Taiwan and the 
South China Sea have pushed countries 
to devote more resources to their 
military capabilities. China’s  
$230 billion defense budget is 
currently more than three times as 
large as India’s $75 billion, but far 
below the Pentagon’s $880 billion. 
India, already the fourth largest 
military spender globally, plans to 
increase its defense expenditure by 9% 
in 2024. Taiwan, facing the threat of a 
Chinese invasion, has boosted defense 
spending by 3.5% to a record  
$19.1 billion for 2024. 

Industrial Re-evolution
The world is experiencing a resurgence 
in industrialization fueled by a powerful 
blend of geopolitics, the spread of AI 
and pressing environmental needs. 
Emerging markets are playing a pivotal 
role in this process and benefiting from 
this shift. Supply chain realignment, 
infrastructure development, increased 
automation, and electrification provide 
opportunities in several countries 
that are capitalizing on their unique 
strengths. Investing in these themes 
have long-term potential driven by 
structural changes that are reshaping 
global industrial policy.
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Risk Considerations
There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market risk, which is the possibility that 
the market values of securities owned by a portfolio will decline and that the value of portfolio shares may therefore be less than what you 
paid for them. Market values can change daily due to economic and other events (e.g. natural disasters, health crises, terrorism, conflicts and 
social unrest) that affect markets, countries, companies or governments. It is difficult to predict the timing, duration, and potential adverse 
effects (e.g. portfolio liquidity) of events. In general, equities securities’ values also fluctuate in response to activities specific to a company. 
Investments in foreign markets entail special risks such as currency, political, economic, market and liquidity risks. The risks of investing in 
emerging market countries are greater than the risks generally associated with investments in foreign developed countries. 

IMPORTANT DISCLOSURES
Past performance is no guarantee of future results. 
There is no guarantee that any investment strategy will work under all market 
conditions, and each investor should evaluate their ability to invest for the long-
term, especially during periods of downturn in the market.
A separately managed account may not be appropriate for all investors. Separate 
accounts managed according to the particular Strategy may include securities 
that may not necessarily track the performance of a particular index. Please 
consider the investment objectives, risks and fees of the Strategy carefully 
before investing. A minimum asset level is required.
For important information about the investment managers, please refer to 
Form ADV Part 2.
The views and opinions and/or analysis expressed are those of the author or the 
investment team as of the date of preparation of this material and are subject 
to change at any time without notice due to market or economic conditions and 
may not necessarily come to pass. Furthermore, the views will not be updated 
or otherwise revised to reflect information that subsequently becomes available 
or circumstances existing, or changes occurring, after the date of publication. 
The views expressed do not reflect the opinions of all investment personnel 
at Morgan Stanley Investment Management (MSIM) and its subsidiaries and 
affiliates (collectively “the Firm”), and may not be reflected in all the strategies 
and products that the Firm offers.
Forecasts and/or estimates provided herein are subject to change and may 
not actually come to pass. Information regarding expected market returns and 
market outlooks is based on the research, analysis and opinions of the authors 
or the investment team. These conclusions are speculative in nature, may not 
come to pass and are not intended to predict the future performance of any 
specific strategy or product the Firm offers. Future results may differ significantly 
depending on factors such as changes in securities or financial markets or general 
economic conditions.
This material has been prepared on the basis of publicly available information, 
internally developed data and other third-party sources believed to be reliable. 
However, no assurances are provided regarding the reliability of such information 
and the Firm has not sought to independently verify information taken from 
public and third-party sources.
This material is a general communication, which is not impartial and all information 
provided has been prepared solely for informational and educational purposes and 
does not constitute an offer or a recommendation to buy or sell any particular 
security or to adopt any specific investment strategy. The information herein has 
not been based on a consideration of any individual investor circumstances and is 
not investment advice, nor should it be construed in any way as tax, accounting, 
legal or regulatory advice. To that end, investors should seek independent legal 
and financial advice, including advice as to tax consequences, before making any 
investment decision.
This material is not a product of Morgan Stanley’s Research Department and 
should not be regarded as a research material or a recommendation.
The Firm has not authorised financial intermediaries to use and to distribute this 
material, unless such use and distribution is made in accordance with applicable 
law and regulation. Additionally, financial intermediaries are required to satisfy 
themselves that the information in this material is appropriate for any person 
to whom they provide this material in view of that person’s circumstances and 
purpose. The Firm shall not be liable for, and accepts no liability for, the use or 
misuse of this material by any such financial intermediary.
This material may be translated into other languages. Where such a translation 
is made this English version remains definitive. If there are any discrepancies 
between the English version and any version of this material in another language, 
the English version shall prevail.

The whole or any part of this material may not be directly or indirectly reproduced, 
copied, modified, used to create a derivative work, performed, displayed, published, 
posted, licensed, framed, distributed or transmitted or any of its contents disclosed 
to third parties without the Firm’s express written consent. This material may 
not be linked to unless such hyperlink is for personal and non-commercial use. 
All information contained herein is proprietary and is protected under copyright 
and other applicable law.
Eaton Vance is part of Morgan Stanley Investment Management. Morgan Stanley 
Investment Management is the asset management division of Morgan Stanley.

DISTRIBUTION
This material is only intended for and will only be distributed to persons 
resident in jurisdictions where such distribution or availability would not be 
contrary to local laws or regulations.
MSIM, the asset management division of Morgan Stanley (NYSE: MS), and 
its affiliates have arrangements in place to market each other’s products and 
services. Each MSIM affiliate is regulated as appropriate in the jurisdiction 
it operates. MSIM’s affiliates are: Eaton Vance Management (International) 
Limited, Eaton Vance Advisers International Ltd, Calvert Research and 
Management, Eaton Vance Management, Parametric Portfolio Associates 
LLC and Atlanta Capital Management LLC.
This material has been issued by any one or more of the following entities:

EMEA:
This material is for Professional Clients/Accredited Investors only.
In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund Management 
(Ireland) Limited (“FMIL”). FMIL is regulated by the Central Bank of Ireland and 
is incorporated in Ireland as a private company limited by shares with company 
registration number 616661 and has its registered address at 24-26 City Quay, 
Dublin 2, DO2 NY19, Ireland.
Outside the EU, MSIM materials are issued by Morgan Stanley Investment 
Management Limited (MSIM Ltd) is authorised and regulated by the Financial 
Conduct Authority. Registered in England. Registered No. 1981121. Registered 
Office: 25 Cabot Square, Canary Wharf, London E14 4QA.
In Switzerland, MSIM materials are issued by Morgan Stanley & Co. International 
plc, London (Zurich Branch) Authorised and regulated by the Eidgenössische 
Finanzmarktaufsicht ("FINMA"). Registered Office: Beethovenstrasse 33, 8002 
Zurich, Switzerland.
Outside the US and EU, Eaton Vance materials are issued by Eaton Vance 
Management (International) Limited (“EVMI”) 125 Old Broad Street, London, 
EC2N 1AR, UK, which is authorised and regulated in the United Kingdom by the 
Financial Conduct Authority.
Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo Serbelloni 
Corso Venezia, 16 20121 Milano, Italy. The Netherlands: MSIM FMIL (Amsterdam 
Branch), Rembrandt Tower, 11th Floor Amstelplein 1 1096HA, Netherlands. France: 
MSIM FMIL (Paris Branch), 61 rue de Monceau 75008 Paris, France. Spain: MSIM 
FMIL (Madrid Branch), Calle Serrano 55, 28006, Madrid, Spain. Germany: MSIM 
FMIL, Frankfurt Branch, Grosse Gallusstrasse 18, 60312 Frankfurt am Main, 
Germany (Gattung: Zweigniederlassung (FDI) gem. § 53b KWG). Denmark: MSIM 
FMIL (Copenhagen Branch), Gorrissen Federspiel, Axel Towers, Axeltorv2, 1609 
Copenhagen V, Denmark.

MIDDLE EAST:
Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-Unit 701 and 
702, Level 7, Gate Precinct Building 3, Dubai International Financial Centre, Dubai, 
506501, United Arab Emirates. Telephone: +97 (0)14 709 7158).
This document is distributed in the Dubai International Financial Centre by 
Morgan Stanley Investment Management Limited (Representative Office), an 



entity regulated by the Dubai Financial Services Authority (DFSA). It is intended 
for use by professional clients and market counterparties only. This document 
is not intended for distribution to retail clients, and retail clients should not act 
upon the information contained in this document. 
This document relates to a financial product which is not subject to any form of 
regulation or approval by the DFSA. The DFSA has no responsibility for reviewing 
or verifying any documents in connection with this financial product. Accordingly, 
the DFSA has not approved this document or any other associated documents 
nor taken any steps to verify the information set out in this document, and has 
no responsibility for it. The financial product to which this document relates may 
be illiquid and/or subject to restrictions on its resale or transfer. Prospective 
purchasers should conduct their own due diligence on the financial product. If 
you do not understand the contents of this document, you should consult an 
authorised financial adviser.

U.S.: 

NOT FDIC INSURED | OFFER NO BANK GUARANTEE | MAY LOSE 
VALUE | NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY | 
NOT A DEPOSIT
LATIN AMERICA (BRAZIL, CHILE COLOMBIA, MEXICO, PERU, 
AND URUGUAY)
This material is for use with an institutional investor or a qualified investor only. 
All information contained herein is confidential and is for the exclusive use and 
review of the intended addressee, and may not be passed on to any third party. 
This material is provided for informational purposes only and does not constitute 
a public offering, solicitation or recommendation to buy or sell for any product, 
service, security and/or strategy. A decision to invest should only be made 
after reading the strategy documentation and conducting in-depth and 
independent due diligence.

ASIA PACIFIC
Hong Kong: This material is disseminated by Morgan Stanley Asia Limited for use in 
Hong Kong and shall only be made available to “professional investors” as defined 
under the Securities and Futures Ordinance of Hong Kong (Cap 571). The contents 
of this material have not been reviewed nor approved by any regulatory authority 
including the Securities and Futures Commission in Hong Kong. Accordingly, save 
where an exemption is available under the relevant law, this material shall not be 
issued, circulated, distributed, directed at, or made available to, the public in Hong 
Kong. Singapore: This material is disseminated by Morgan Stanley Investment 
Management Company and should not be considered to be the subject of an 
invitation for subscription or purchase, whether directly or indirectly, to the 
public or any member of the public in Singapore other than (i) to an institutional 
investor under section 304 of the Securities and Futures Act, Chapter 289 of 
Singapore (“SFA”); (ii) to a “relevant person” (which includes an accredited investor) 

pursuant to section 305 of the SFA, and such distribution is in accordance with 
the conditions specified in section 305 of the SFA; or (iii) otherwise pursuant 
to, and in accordance with the conditions of, any other applicable provision of 
the SFA. This publication has not been reviewed by the Monetary Authority of 
Singapore. Australia: This material is provided by Morgan Stanley Investment 
Management (Australia) Pty Ltd ABN 22122040037, AFSL No. 314182 and its 
affiliates and does not constitute an offer of interests. Morgan Stanley Investment 
Management (Australia) Pty Limited arranges for MSIM affiliates to provide 
financial services to Australian wholesale clients. Interests will only be offered 
in circumstances under which no disclosure is required under the Corporations 
Act 2001 (Cth) (the “Corporations Act”). Any offer of interests will not purport 
to be an offer of interests in circumstances under which disclosure is required 
under the Corporations Act and will only be made to persons who qualify as a 
“wholesale client” (as defined in the Corporations Act). This material will not be 
lodged with the Australian Securities and Investments Commission.
Japan: For professional investors, this material is circulated or distributed for 
informational purposes only. For those who are not professional investors, this 
material is provided in relation to Morgan Stanley Investment Management (Japan) 
Co., Ltd. (“MSIMJ”)’s business with respect to discretionary investment management 
agreements (“IMA”) and investment advisory agreements (“IAA”). This is not for 
the purpose of a recommendation or solicitation of transactions or offers any 
particular financial instruments. Under an IMA, with respect to management of 
assets of a client, the client prescribes basic management policies in advance 
and commissions MSIMJ to make all investment decisions based on an analysis of 
the value, etc. of the securities, and MSIMJ accepts such commission. The client 
shall delegate to MSIMJ the authorities necessary for making investment. MSIMJ 
exercises the delegated authorities based on investment decisions of MSIMJ, and 
the client shall not make individual instructions. All investment profits and losses 
belong to the clients; principal is not guaranteed. Please consider the investment 
objectives and nature of risks before investing. As an investment advisory fee for 
an IAA or an IMA, the amount of assets subject to the contract multiplied by a 
certain rate (the upper limit is 2.20% per annum (including tax)) shall be incurred 
in proportion to the contract period. For some strategies, a contingency fee may 
be incurred in addition to the fee mentioned above. Indirect charges also may be 
incurred, such as brokerage commissions for incorporated securities. Since these 
charges and expenses are different depending on a contract and other factors, 
MSIMJ cannot present the rates, upper limits, etc. in advance. All clients should 
read the Documents Provided Prior to the Conclusion of a Contract carefully 
before executing an agreement. This material is disseminated in Japan by MSIMJ, 
Registered No. 410 (Director of Kanto Local Finance Bureau (Financial Instruments 
Firms)), Membership: the Japan Securities Dealers Association, The Investment 
Trusts Association, Japan, the Japan Investment Advisers Association and the 
Type II Financial Instruments Firms Association.
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