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4. Low GEM valuations give some option value; The relatively low level
of valuations for some GEM markets and sectors, especially in terms
of replacement cost (Figure 7 - EV/MNCI is a reasonable proxy for
replacemeant cost), maan that any positive turn in sentiment is likely to
produce sharp rallies, albait in an overall absolute and relative context
that remains bearish.

investars should take ong-term structural positions and live with volatiity, or
eise take shorter termn disciplined contrarian approach

We prefer to base our recommendations on longer term strategic
considerations rather than the more flow-based tactical ealls, which are
generally made on a post hoc basis to generate turnover, For those funds who
feel the urge to pursue more active strategies however, we have continued to
advocate a contrarian approach, which would have worked since early 2009
due largely to the increasing influence of momeantum-based investors who
focus on anticipated fund flows, which is an ultimately self-defeating strategy
for most participants. The contrarian approach has continued to work well over
2013, both for GEM overall and for most individual markets, including all of the
BRICs with the partial exception of Brazil. The pattern appears set to continue
for the first part of 2014 but could shift if both China and the oil price finally
break down, which should give dedicated investors the opportunity to
generate some longer lasting alpha within the asset class,
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Coeentry weightings unchanged - based on governance ol and China view

We discuss the outlook for the individual markets at greater length, later in the
report, but our country weightings for GEM remain unchanged and are still
driven by the underweight positions which we have found much easier to
determine, whilst we continue to find it very difficult to identify compelling
overveights.

Linschaparaicght
*  China; Whilst China appears cheap in aggregate, this is largely due to
the dominant financials sector, where investors are discounting major
book value impairments from NFPLs; Materials stocks also generally
have very low valuations whilst Healthcare and Consumer Staples
stocks are among the more expensive in the asset class. MSCl China
has outperformed our expectations over 2013 and sentimant appears
somewhat elevated, which if the past four vears is any guide, suggests

Deautsche Bank AGfLondon Page 9
CONFIDENTIAL - PURSUANT TO FED. R. CRIM. P. &{&) DB-SDNY-0107085
CONFIDENTIAL SDNY_GM_00253269

EFTA01451002



