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In the past year equities markets around the world have continued to rally. Panic over the state of the European Union has

slowly subsided and the US economy continues to grind its way out of the GFC-led mire.

Increased optimism among investors has driven valuations in many developed markets to multi-year highs. For example,

the one year forward Price to Earnings (PE) ratio on the S&P500 is around 15.6 times — its highest in close to four years.

Similarly, the one-year forward PE on the Euro Stoxx 50 index recently reached around 13 times. This is up from a low of
around eight times in late 2010, and the highest level since the end of 2009.

In contrast to the bullish price action in developed markets, emerging market equities indices have fallen from recent

highs as money has flowed back into the developed markets. The chart below compares the one-year forward PE of world

developed markets (represented by the MSCI| World index) with that of emerging markets (represented by the MSCI

Emerging Markets index).

Divergence emerging as valuation
differentials between EM and DM widen

Price / Earnings

20

15

10

5

0
@ (o] o — o~
o o - — —
= = ~ ~ ~
D (o2} (2] D D
o o o o o
o~ o~ o~ o~ o~
~ ~ ~ ~ ~
— — — — —

== MSCI World
= MSCI Emerging Markets

In June this year a wobble in the MSCI Emerging Markets
index occurred after US Federal Reserve chairman Ben
Bernanke indicated that tapering of the quantatative easing
(QE) program that has been in place for several years could
begin sooner rather than later. This talk of less-loose
monetary policy in the US caused a minor panic and a rush
for the exits from investors in emerging markets stocks. Of
particular concern was what the scaling back of QE might
mean for those EM markets with large current account
deficits. Those countries were thought to be especially
vulnerable given that QE had had made it easier for emerging
economies to finance current account deficits, and that a
reduction in loose US monetary policy could cause an issue
for developing nations reliant on overseas lenders.

With no Taper announced at the Fed’s September meeting
recently, the short term worry may have subsided. In the
longer term, now might be a good time to take a closer look at
allocations to emerging markets.

Taking a closer look

In his recent Market Perspective, BlackRock’s Chief
Investment Strategist Russ Koesterich opined that “[tjo the
extent many are underweight or not exposed to [the emerging
markets] asset class, valuations suggest a good long term
entry point”. See http://us.ishares.com/content/stream.
jsp?url=/content/en_us/repository/resource/market_
perspectives_october_2013.pdf Given the recent sell off and
attractive valuations, we think this makes sense from a long-
term view.

However some investors remain concerned that tighter US
monetary policy in the future will set off instability in some
emerging markets economies.

This leaves invetsors with a dilemma - take advantage of
lower valuations to invest in emerging markets, or avoid the
asset class due to concerns about the current acount
balances in some countries?

Is the answer to do a little of both?

The chart on the next page compares the GDP growth rate
with the current account balance of the 11 largest coutries
in the MCSI Emerging Markets Index. Investors looking to
invest in emerging markets economies, but wary of
countries with current account deficits may want to
consider investing directly in individual countries, rather
than in the broad index exposure.



2

VALUE EMERGING

Invetsors looking for GDP growth, coupled to a current account surplus will want to focus on those economies further to the
top right hand side of the chart, such as South Korea, Taiwan and China.
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iShares offers investors the opportunity to access several emerging markets economies directly through the iShares MSCI
South Korea Capped ETF (IKO), iShares MSCI Taiwan ETF (ITW) and iShares China Large Cap ETF (1Z2). linvetsors also have the
choice of investing in a broad allocation to emerging markets through the iShares MSCI Emerging Markets ETF (IEM).

FOR MORE INFORMATION

Visit our website at iShares.com.au
Call 1300 474 273

IMPORTANT INFORMATION

Before investing in an iShares exchange traded fund, you should carefully consider whether such products are appropriate for you, read the applicable prospectus
or product disclosure statement (“PDS”) available at iShares.com.au and consult an investment adviser.

Issued by BlackRock Asset Management Australia Limited ABN 33 001 804 566, AFSL 225 398 (“BAMAL”) and BlackRock Investment Management (Australia) Limited
ABN 13 006 165 975 AFSL 230523 (“BIMAL’). BIMAL and BAMAL are wholly-owned subsidiaries of BlackRock, Inc. (collectively “BlackRock”).

BlackRock believes the information in this document is correct at the time of issue, but no warranty of accuracy or reliability is given and no responsibility arising
in any way for errors or omissions (including responsibility to any person by reason of negligence) is accepted by BlackRock.

This information is general in nature, and has been prepared without taking into account any individual's objectives, financial situation, or needs.

Transaction costs are incurred when buying or selling shares or units (as the case may be) of an iShares fund on the Australian Securities Exchange (“ASX”) and
brokerage commissions if such trades are done through a broker.

Neither the performance nor the repayment of capital or any income of an iShares fund is guaranteed by any BlackRock entity. Past performance is not a reliable
indicator of future performance.

Shares or units of an iShares fund trade on ASX at market price (not, net asset value (“NAV”)). Shares or units may only be redeemed directly from an iShares fund
by persons called “Authorised Participants”

An iShares fund is not sponsored, endorsed, issued, sold or promoted by the provider of the index which a particular iShares fund seeks to track. No index provider
makes any representation regarding the advisability of investing in the iShares funds.

Australian iShares funds: BIMAL is the Responsible Entity for the managed investment scheme Australian iShares funds quoted on ASX, and is the issuer of units
in those iShares funds. Each fund constitution provides that the liability of each unit holder is limited to its investment in the fund. In addition to the normal risks
associated with investing, there may be risks associated with investments in smaller companies and those narrowly focused.

International iShares funds: BAMAL is the local agent and intermediary for international iShares funds issued by iShares (iShares, Inc. ARBN 125632 279 formed in
Maryland, USA; iShares Trust ARBN 125 632 411 organised in Delaware, USA. The liability of shareholders is limited). BlackRock Fund Advisors (“BFA”) serves as an
advisor to the iShares funds that are registered with the United States Securities and Exchange Commission under the Investment Company Act of 1940. BFA is a
subsidiary of BlackRock Institutional Trust Company, N.A (“BTC”). BTC is a wholly-owned subsidiary of BlackRock, Trades on ASX in the shares of an international
iShares fund are settled using CHESS Depositary Interests (or “CDIs”). An investment in an international iShares fund has different risk, performance and return
factors compared to investments in other listed securities that do not have international exposure.

© 2013 BlackRock. All rights reserved. iShares® is a registered trademark of BlackRock Institutional Trust Company, N.A. All other trademarks, servicemarks, or
registered trademarks are the property of their respective owners.
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