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Position for EM Upside

BAML continues to believe in the reflation trade, which should lead EM to outperform

With US equities selling off in the last week of January, stabilization in US rates and a struggling USD, the reflation theme
is currently taking a break. Longer term, BAML continues to believe in the reflation trade, stemming from strong US macro
and fiscal stimulus. Reflation will lead EM to ocutperform. Between 2001 and 2011, both US and EM equities have been
highly correlated with US inflation. US equities have since broken away from this relationship amid QE/ZIRP and the
search for growth/quality. That suggests that some catch-up is in order and EM can outperform as the global macro cycle
improves. Strong USD remains a risk, but we expect only single-digit returns on DXY in 2017 vs 30% from 2014 to the
end-16 peak. (Hauner)

EEM has rallied 10% since Dec 22nd, yet evidence continues to point to light positioning.

—EEM Shares Outstanding have roughly flat-lined since November (EEMS0 Index on Bloomberg)

—The Fund Manager Survey highlights the first investor EM equity UW in 9 months, with a current allocation 1.1 st
dev below its long term average (Hartnett)

—HECEI delta-adjusted open interest is currently at US $7bn, which is over 50% below the Sep-16 and Nov-16
highs while HSCE| was trading around current levels (GEVI)

Interestingly, as EEM has rallied, fixed strike downside vol has been stable, while upside vol has come in
substantially.

—Jun'17 33 strike down 25 bps

—Jun'17 37.5 strike down 110 bps

—Jun'17 41 strike down 200 bps

Technically, EEM faces strong resistance at 37.95/38.00. HSCEI and FXI face analogous resistance at 10,000 and
38.00, respectively.
Should EM break above its current trading range, upside option premium holds substantial value.

Structures we like:
Buy the EEM Jun 39 Calls for $1.03 (ref 37.50) - (iShares MSCI EM ETF)
Buy the FXI Jun 38 Calls for $1.10 (ref 36.64) — (iShares China ETF)

Please note we would need to book these as OTC listed option lookalikes.
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This material was prepared by Americas Equity-Linked Personnel of Merrill Lynch, Pierce, Fenner & Smith,
Incorporated ("ML"). The material is not a publication of BofA Merrill Lynch Global Research, and it has not
been reviewed or approved by BofA Merrill Lynch Global Research. Any summary of ML Research notes and
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reports, and/or any reference or link to BofA Merrill Lynch Global Research notes and reports, are qualified in
their entirety by the views of BofA Merrill Lynch Global Research. Any reference to or summary of

ML Research in this material is qualified in its entirety by the views of BofA Merrill Lynch Global Research.
Please refer to BofA Merrill Lynch Global Re&eamh for more details [_)

The estimated values provided in the material are "as of" the date indicated and do not represent actual bids or
offers by ML. Even though the material is based upon publicly available information and news sources that are
generally believed to be reliable, there can be no assurance that actual trades could be completed at such
value(s). Because these estimated valuations are based on underlying valuations obtained from third party
sources we cannot make any representation as to the accuracy or completeness of the valuations. The material is
not intended to be a comprehensive summary of all material news, information, events and risks relating to the
companies or securities mentioned. ML does not make any representation or warranty as to the accuracy or
completeness of this material, and, by accepting the material, you agree that ML shall not be responsible for any
error or omission. References to past prices or quotes do not in any way imply that such prices or quotes will
again be available or actionable. These estimates may not be representative of any theoretical or actual internal
valuations employed by us for our own purposes, may vary during the course of any particular day and may
vary significantly from the estimates or quotations that would be given by another dealer.

This material does not constitute an offer, or a solicitation of an offer, to purchase or sell any security or
financial instrument, nor does the material constitute advice or an expression of ML's view as to whether a
particular security or financial instrument 1s appropriate for you and meets your financial objectives. ML will
not be liable for any investment decision based in whole or in part on the material. The reader is required to
make its own investment decisions, using as necessary the advice of independent advisors or consultants. As a
condition for providing these estimates, you agree that Merrill Lynch makes no representation and shall have no
liability 1n any way arising there from to you or any other entity for any loss or damage, direct or indirect,
arising from the use of this information. ML and its affiliates may trade for their own accounts as market maker,
block positioner, dealer, specialist, arbitrageur or speculator in any of the securities of issuers mentioned in this
material. When trading for proprietary accounts, ML and its affiliates may consider the material in their trading
decisions, as appropriate. Principal transactions by ML and its affiliates are effected in accordance with
applicable rules and regulations, and such transactions may affect the prices of the securities mentioned.
Further, ML and its affiliates may from time-to-time perform investment banking or other services for, or solicit
investment banking or other business from, any company mentioned in the material. This material may not be
distributed outside the United States; and 1s intended solely for Global Markets institutional clients. The
material 1s provided for informational purposes only and any distribution or copying of the material is
prohibited.
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