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Key Takeaways:

Since 2011, developed market (DM) equities have outperformed
emerging market (EM) equities, driven by stronger earnings growth
and macroeconomic fundamentals.

However, with DMs burdened by high valuations and monetary
tightening, we could see the end of Asian underperformance over
the next five years.

EM outperformance during a period of US tightening would run
counter to historical patterns, but we believe that Asia is especially
positioned to benefit from key structural shifts.

In Asia, passive funds will be hard-pressed to match their DM
performance, as proven active funds are better equipped to
capitalize on the region’s numerous market inefficiencies.

Narrowing the Gap

For almost a decade Asian stocks have lagged far behind their DM
counterparts. However, key indicators and structural shifts suggest
that conditions are ripe for a narrowing of the discount.

Following the global financial crisis, DM equities have enjoyed
a steady premium over their EM counterparts on the back of
stronger earnings growth and lower risk perception facilitated by
various structural factors, including macroeconomic stability, policy
transparency, relatively efficient banking systems, and advanced
infrastructure.

However, with the Federal Reserve (Fed) preparing to unwind its
balance sheet and the European Central Bank (ECB) also likely to
switch to tightening, the era of easy money is coming to an end for
DMs. In effect, after a decade of monetary stimulus, the next few years
will be uncharted territory for global markets—and we believe that
Asian equities will start to close the gap with DM equities. Questions
over the ability of DM governments, namely the Trump administration,
to engineer fiscal stimulus to counter tightening will lead to a rise in
policy uncertainty unlike anything investors have seen since 2011,
when the most recent period of EM underperformance began.
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QE Creates Misallocation of Capital

The EM Discount is Stabilizing

g

It’s Different This Time?

Calling for relative outperformance by Asian stocks during a US
tightening cycle may seem counterintuitive in light of the following
long-standing factors: 1) global rate synchronization, with the Fed
serving as the world’s monetary policy leader; 2) the high foreign
debt levels of EMs; and 3) Asia’s heavy reliance on DM-bound
exports. However, we believe that the influence of these factors is on
the decline, which could cause Asian equities to behave differently
than during previous periods of US tightening.

In terms of monetary policy, Asia is set to show clear divergence from
the US, with the region still enjoying room for further easing. Indeed,
aside from the Bank of Japan (BOJ), Asian central banks have not
yet implemented zero interest-rate policy (ZIRP) or quantitative easing
(QE) measures, which means that they have bullets that Europe and
Japan do not enjoy.

In addition, Asia’s exposure to foreign debt is being carefully
managed after a multitude of painful experiences and clear warning
signs from financial markets regarding the inevitable end of QE. In
particular, currency swaps, such as those outlined in the Chiang Mai
Initiative (CMI), are being implemented to buffer against potential
exogenous shocks (e.g., sudden rate increases and policy shifts) that
could lead to the emergence of contagion risk. And Asian countries
are instituting safeguards to make their historically vulnerable and
highly cyclical banking systems much more robust.

NS

Finally, it should be noted that Asia’s dependence on US-bound
exports has been steadily declining amid the rise of China and other
countries in the region as major importers. While Korea and Taiwan
have long been considered strong proxies for global growth due to
their extensive export offerings and heavy exposure to outbound
trade, it is notable that the KOSPI's and TAIEX’s historically strong
correlations with the US ISM index have somewhat decoupled.

China Avoids A Hard Landing
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Active vs. Passive in Asia

Over the past few years, the leakage of fund flows stemming from the rise of ETFs is coming at the expense of closet index funds and
the rising penetration of exchange-traded funds (ETFs) has served fundamental fund managers lacking investment discipline and clear
as a major impediment to Asian equities. Our analysis shows that philosophies.

From Active to Passive Global Equity Fund Flows

Even for truly active funds, it is undeniable that the rules of the years of experience. Specifically, with information delivery and market
game are changing rapidly amid the proliferation of super computer- structures remaining relatively inefficient in Asia, it remains difficult for
powered algorithms and 24-hour data consumption. But for all of purely computer-based models to accurately price in management
the amazing technological advances made in recent years, machines variables, corporate strategy, governance issues, policy/regulatory
and software are still likely a long way from being able to accurately risks, earnings quality, and macro sensitivity.

parse information quality and replicate the foresight that comes with

®® /e rise of ETFs is coming at the expense of closet index funds
and fundamental fund managers lacking investment discipline
and clear philosophies. @@
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Experience and Skill Count

With this in mind, we propose that there are opportunities for active
funds to outperform in Asia due to the region’s intrinsic market
inefficiencies. In our view, information processing/delivery issues,
inter-country regulatory differences, and current liquidity conditions
suggest that active management is more suitable for Asia than

Emerging Market Fund Flows

passive exposure. The data on Asian companies that gets fed into
quant programs are not likely yet timely or accurate enough to
generate consistent alpha, and even smart-beta ETFs geared toward
capturing qualitative factors are likely to fall short of experienced,
skillful fund managers.

Asia ex-Japan Fund Flows

China reflation

China reflation

Over the next few years, tightening by the world’s biggest central
banks could provide significant headwinds. While history tells us
such macro uncertainty bodes ill for EM equities, we argue that
Asia stands apart from other EMs due to its structural improvement

in debt management, enhanced macro fundamentals, and policy
room. Against this backdrop, we argue that history is not destiny
and that active funds are better positioned to help investors seize on
opportunities in the region.

@@ /nformation processing/delivery issues, inter-country regulatory
differences, and current liquidity conditions suggest that active
management Is more suitable for Asia than passive exposure. @@
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This is not a product of Mirae Asset Daewoo Research or Mirae Asset Global Investments but may refer to a research
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Disclaimer

This document has been prepared for presentation, illustration and discussion purpose only and is not legally binding. Whilst complied from sources
Mirae Asset Global Investments believes to be accurate, no representation, warranty, assurance or implication to the accuracy, completeness or
adequacy from defect of any kind is made. The division, group, subsidiary or affiliate of Mirae Asset Global Investments which produced this document
shall not be liable to the recipient or controlling shareholders of the recipient resulting from its use. The views and information discussed or referred in
this report are as of the date of publication, are subject to change and may not reflect the current views of the writer(s). The views expressed represent
an assessment of market conditions at a specific point in time, are to be treated as opinions only and should not be relied upon as investment advice
regarding a particular investment or markets in general. In addition, the opinions expressed are those of the writer(s) and may differ from those of other
Mirae Asset Global Investments’ investment professionals.

The provision of this document shall not be deemed as constituting any offer, acceptance, or promise of any further contract or amendment to any
contract which may exist between the parties. It should not be distributed to any other party except with the written consent of Mirae Asset Global
Investments. Nothing herein contained shall be construed as granting the recipient whether directly or indirectly or by implication, any license or right,
under any copy right or intellectual property rights to use the information herein. This document may include reference data from third-party sources
and Mirae Asset Global Investments has not conducted any audit, validation, or verification of such data. Mirae Asset Global Investments accepts no
liability for any loss or damage of any kind resulting out of the unauthorized use of this document. Investment involves risk. Past performance figures
are not indicative of future performance. Forward-looking statements are not guarantees of performance. The information presented is not intended to
provide specific investment advice. Please carefully read through the offering documents and seek independent professional advice before you make
any investment decision. Products, services, and information may not be available in your jurisdiction and may be offered by affiliates, subsidiaries, and/
or distributors of Mirae Asset Global Investments as stipulated by local laws and regulations. Please consult with your professional adviser for further
information on the availability of products and services within your jurisdiction.

Australia: Mirae Asset Global Investments (HK) Limited is exempt from the requirement to hold an Australian financial services license in respect of
the financial services it provides in Australia. Mirae Asset Global Investments (HK) Limited is authorised and regulated by the Securities and Futures
Commission of Hong Kong under Hong Kong laws, which differ from Australian laws. For Wholesale Clients only.

Hong Kong: Before making any investment decision to invest in the Fund, investors should read the Fund’s Prospectus and the Information for Hong
Kong Investors of the Fund for details and the risk factors. Investors should ensure they fully understand the risks associated with the Fund and should
also consider their own investment objective and risk tolerance level. Investors are also advised to seek independent professional advice before making
any investment. This document is issued by Mirae Asset Global Investments and has not been reviewed by the Hong Kong Securities and Futures
Commission.

United Kingdom: This document does not explain all the risks involved in investing in the Fund and therefore you should ensure that you read the
Prospectus and the Key Investor Information Documents ("KIID") which contain further information including the applicable risk warnings. The taxation
position affecting UK investors is outlined in the Prospectus. The Prospectus and KIID for the Fund are available free of charge from http://investments.
miraeasset.eu, or from Mirae Asset Global Investments (UK) Ltd., 4th Floor, 4-6 Royal Exchange Buildings, London EC3V 3NL, United Kingdom,
telephone +44 (0)20 7715 9900.

This document has been approved for issue in the United Kingdom by Mirae Asset Global Investments (UK) Ltd, a company incorporated in England
& Wales with registered number 06044802, and having its registered office at 4th Floor, 4-6 Royal Exchange Buildings, London EC3V 3NL, United
Kingdom. Mirae Asset Global Investments (UK) Ltd. is authorised and regulated by the Financial Conduct Authority with firm reference number 467535.

United States: An investor should consider the Fund’s investment objectives, risks, charges and expenses carefully before investing. This and other
important information about the investment company can be found in the Fund’s prospectus. To obtain a prospectus, contact your financial advisor or
call (888) 335-3417. Please read the prospectus carefully before investing.

India: Mutual Fund investments are subject to market risks, read all scheme related documents carefully.
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