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Emerging markets have displayed significant evolution in terms of economic
development and capital markets’ deepening in the last twenty-five years. Despite
sideways equity markets since the 2008-2009 crisis, this area of global capital
markets remains, in our view, a compelling opportunity for investors of all types.
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Over the last quarter centu ry emerging Population, GDP (PPP), and Exports as of 2013 based on data released
markets have evolved to command a larger by the IMF World Economic Outlook in October 2014; landmass as

. of 2014; FX reserves as of December 2013; energy consumption as
share of the world in many respects, such of 2013; equity market capitalization (float adjusted) based on MSCI
as GDP and total exports. However, their ACWI IMI as of December 2014; and debt market capitalization based

. T i on sum of J.P. Morgan GBI-EM GD, EMBI GD, and CEMBI indices

Cap|ta| ) markets are St”.l n development- as share of Barclays Capital Global Aggregate Bond Index as of
Emerging markets equity and debt indices December 2014.
represent approximately only 10% and 5% Source: IMF, World Bank, CIA The World Fact Book, BP, MSCI, J.P.

. Morgan, Barclays, Lazard
of global benchmarks, respectively.
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Demographics and
Economic Growth—
Generally Favorable
in EM

Although there has been a global slow-
down in economic growth following the
financial crisis, emerging markets are still
forecast to outpace developed countries in
terms of real GDP growth. We believe that,
along with demographics, faster economic
growth can be a favorable secular trend.

Importantly, populations in the emerging
world are young in most countries, and
are in a so-called demographic “sweet
spot.” That is, the “dependency ratio” (i.e.,

. . As of 20 January 2015
the ratio of those outside the 15-64 age Estimated or forecasted data are not a promise or guarantee of future

range to those aged 15-64 years) is still in results and are subject to change. Data are based on IMF country clas-

sification.

a downward trend for many large emerg- o TR v e

ing countries.

2014 Dependency Ratios (%)
Population outside ages 15-64/Population between ages 15-64
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As of January 2014

Estimated or forecasted data are not a promise or guarantee of future results and are subject to change.
Source: United Nations, Haver Analytics



How Did We Get Here?

Key Points in Emerging Markets History

Index (log scale, December 1987 = 100) Fed Taper Comments (2013)

Rating
1,580 Brazil BBB-
Upgraded to o b
[ MSCI EM Index [LHS] InF\J/gstment ggﬁ?{ﬂt%{%e
— Average Credit Rating JPM EMBI-GD Grade (2008)

(24-month moving average) [RHS] Russian

Default,

BB+

630 Mexico v
LTCM (1998) Upgraded to L |
Investment Global
Mexican Peso Grade (2000) Financial
Crisis (Dec-1994) Crisis (2008)
50 NAFTA (Jan-1994) ! ‘ BB
Asian
Currencies
Crisis (1997)
Brady Bonds Program, Fall
100 of the Berlin Wall (late 1980s) BB-
1987 1990 1993 1996 1999 2002 2005 2008 20M 2014

As of 31 December 2014
The performance quoted represents past performance. Past performance is not a reliable indicator of future results.
Source: MSCI, Haver Analytics, J.P. Morgan

’ 4% EM equity mutual fund assets
as share of the total equity mutual
fund assets

|nVeStOr |ntereSt . ’ 3% EM debt mutual fund assets
However, Overall o shreof he ot debt s

Underinvestment

While cumulative net flows have grown signifi-

As of 31 December 2014

Data are based on Morningstar's mutual fund universe and
categories. For asset percentages we used Diversified

cantly in the last decade, emerging markets Emerging Markets and Latin American Equity as share of

H : R US and International Equity categories; for debt, we used
remain a very small fl’aC’[IO‘ﬂ Of glObal invested Emerging Markets Bonds as share of Taxable Bond category.
assets—the asset class still shows plenty of Source: Strategic Insight, Morningstar

room to grow.

32% Number of companies in MSCI

h EM (834) as share of broader, MSCI EM
A Case for Active IMI (2,637)
Many investors often choose to enter emerging 49% o
markets through passive vehicles. We believe ° ‘t’f éh.e msc' EM Vt"‘?'gh(gﬁ.
this approach to emerging markets has several %girxae: foreea')n ree countnes fama,

drawbacks; two of the most prominent are:

marks, which constrain the opportunity set. centrated in three sectors (financials, IT,
consumer discretionary)

e Passive products track popular bench- , B56% of the MSCI EM weight is con-

e The cap-weighted nature of benchmarks
may lead to unwanted country and
sector concentrations.

As of 31 December 2014
Source: MSCI



Important Information
Published on 22 April 2015.

Information and opinions presented have been obtained or derived from sources believed by Lazard to be reliable. Lazard makes no representation as to their accuracy or com-
pleteness. All opinions expressed herein are as of 31 December 2014 and are subject to change.

Equity securities will fluctuate in price; the value of your investment will thus fluctuate, and this may result in a loss. Securities in certain non-domestic countries may be less
liquid, more volatile, and less subject to governmental supervision than in one’s home market. The values of these securities may be affected by changes in currency rates, appli-
cation of a country’s specific tax laws, changes in government administration, and economic and monetary policy. Emerging-market securities carry special risks, such as less
developed or less efficient trading markets, a lack of company information, and differing auditing and legal standards. The securities markets of emerging-market countries can
be extremely volatile; performance can also be influenced by political, social, and economic factors affecting companies in emerging-market countries An investment in bonds
carries risk. If interest rates rise, bond prices usually decline. The longer a bond’s maturity, the greater the impact a change in interest rates can have on its price. If you do not
hold a bond until maturity, you may experience a gain or loss when you sell. Bonds also carry the risk of default, which is the risk that the issuer is unable to make further income
and principal payments.

The securities and/or information referenced should not be considered a recommendation or solicitation to purchase or sell these securities. It should not be assumed that any of
the referenced securities were or will prove to be profitable, or that the investment decisions we make in the future will be profitable or equal to the investment performance of
securities referenced herein.

Certain information included herein is derived by Lazard in part from an MSCI index or indices (the “Index Data"). However, MSCI has not reviewed this product or report, and
does not endorse or express any opinion regarding this product or report or any analysis or other information contained herein or the author or source of any such information or
analysis. MSCI makes no express or implied warranties or representations and shall have no liability whatsoever with respect to any Index Data or data derived therefrom. The
MSCI Index Data may not be further redistributed or used as a basis for other indices or any securities or financial products.

This material is for informational purposes only. It is not intended to, and does not constitute financial advice, fund management services, an offer of financial products or to
enter into any contract or investment agreement in respect of any product offered by Lazard Asset Management and shall not be considered as an offer or solicitation with
respect to any product, security, or service in any jurisdiction or in any circumstances in which such offer or solicitation is unlawful or unauthorized or otherwise restricted or
prohibited.

Australia: FOR WHOLESALE INVESTORS ONLY. Issued by Lazard Asset Management Pacific Co., ABN 13 064 523 619, AFS License 238432, Level 39 Gateway, 1
Macquarie Place, Sydney NSW 2000. Dubai: Issued and approved by Lazard Gulf Limited, Gate Village 1, Level 2, Dubai International Financial Centre, PO Box 506644, Dubai,
United Arab Emirates. Registered in Dubai International Financial Centre 0467. Authorised and regulated by the Dubai Financial Services Authority to deal with Professional
Clients only. Germany: Issued by Lazard Asset Management (Deutschland) GmbH, Neue Mainzer Strasse 75, D-60311 Frankfurt am Main. Hong Kong: Issued by Lazard
Asset Management (Hong Kong) Limited (AQZ743), Unit 30, Level 8, Two Exchange Square, 8 Connaught Place, Central, Hong Kong. Lazard Asset Management (Hong Kong)
Limited is a corporation licensed by the Hong Kong Securities and Futures Commission to conduct Type 1 (dealing in securities) and Type 4 (advising on securities) regulated
activities. This document is only for “professional investors” as defined under the Hong Kong Securities and Futures Ordinance (Cap. 571 of the Laws of Hong Kong) and its
subsidiary legislation and may not be distributed or otherwise made available to any other person. Japan: Issued by Lazard Japan Asset Management K.K., ATT Annex 7th
Floor, 2-11-7 Akasaka, Minato-ku, Tokyo 107-0052. Korea: Issued by Lazard Korea Asset Management Co. Ltd., 10F Seoul Finance Center, 136 Sejong-daero, Jung-gu, Seoul,
100-768. Singapore: Issued by Lazard Asset Management (Singapore) Pte. Ltd., 1 Raffles Place, #15-02 One Raffles Place Tower 1, Singapore 048616. Company Registration
Number 201135005W. This document is for “institutional investors” or “accredited investors” as defined under the Securities and Futures Act, Chapter 289 of Singapore and
may not be distributed to any other person. United Kingdom: FOR PROFESSIONAL INVESTORS ONLY. Issued by Lazard Asset Management Ltd., 50 Stratton Street, London
W1J 8LL. Registered in England Number 525667. Authorised and regulated by the Financial Conduct Authority (FCA). United States: Issued by Lazard Asset Management
LLC, 30 Rockefeller Plaza, New York, NY 10112.
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