(#57 PGIM QUANTITATIVE SOLUTIONS

INVESTING IN TOMORROW:

October 2024

WEN JIN, PHD, CFA  CHRIS ZANI, CFA

Portfolio Manager  Portfolio Manager

ABOUT PGIM QUANTITATIVE
SOLUTIONS:

As the quantitative and multi-asset
specialist of PGIM, we combine the
agility of an independently run boutique
with the stability and scale of a leading
global institutional asset manager*.

For nearly 50 years, we have designed
proprietary methods that seek to solve
beyond alpha by combining the latest
technology with scalable, rigorous risk
controls to nimbly build and manage
diversified and customized solutions that
help solve clients” evolving challenges.
We manage portfolios for a global

client base with $103 billion** in assets
under management/administration as of
September 30, 2024.

FOR MORE INFORMATION

To learn more about our
capabilities, please contact PGIM
Quantitative Solutions by email at
contactus@pgim.com or by phone
in the US at +1 (866) 748-0643 or
in the UK at +44 (0) 20-7663-3400.

WHY EMERGING MARKETS TODAY

EXECUTIVE SUMMARY

Investors have historically favored emerging markets for their high growth potential, relative
inefliciency, and diversification benefits due to their low correlations with developed markets.
While timing asset class allocations is notoriously difficult, we believe now is a good entry
point for long-term investors to consider a more constructive position on emerging markets.

Our perspective is anchored in three key pillars:

®  Historic Valuation Dispersion: Emerging markets have consistently traded at a
discount to developed markets; however, the historical valuation differential is now at
its widest level since the dot-com bubble.

= Future Growth Expectations: Buoyed by favorable demographics and a growing
middle class, emerging markets’ contribution to global economic growth will con-
tinue to rise. Improvements in corporate governance will help translate GDP growth
into corporate earnings growth.

B Macro Tailwinds: Declining inflation and the current interest-rate-cutting cycle are
set to reduce demand for the US dollar. Coupled with a resilient global economy,
emerging markets equities are poised to benefit from these tailwinds.

*PGIM is the investment management business of Prudential Financial, Inc. (PFI). PFl is the 12th largest investment
manager (out of 411 firms surveyed) in terms of worldwide institutional assets under management based on Pensions

& Investments’ Top Money Managers list published June 2024. This ranking represents institutional client assets under
management by PFl as of December 31, 2023. Participation in the P&l ranking is voluntary and open to managers that
have any kind of U.S. institutional tax-exempt AUM. Managers self-report their data via a survey. P&l sends the survey to
previously identified managers and to any new managers asking to participate in the survey/ranking.

**PGIM Quant provides model portfolios for certain accounts, the assets of which (Assets Under Administration) are
included in the total AUM/AUA figure of $102.9 billion, (AUM $100.1 billion and AUA $2.8 billion).
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HISTORIC VALUATION DISPERSION

During the nearly 40-year period starting in 1987, the performance differential between
emerging and developed markets has occurred in long, multi-year cycles. Since that time,
there have been four super cycles of performance differential, with the average duration
lasting about nine years. The current cycle of underperformance for emerging markets has

lasted 13 years, notably longer than the historical average, as seen in Figure 1.

Figure 1: Performance Differential Super Cycles:
Emerging Markets vs. Developed Markets
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Playing the mean reversion game is challenging, however, as cycles often persist longer
than anticipated. In conjunction with mean reversion, we also consider historical relative
valuations to understand when the mispricing is at its widest. Figure 2 illustrates the
valuation spread between emerging and developed markets over time. Notably, the Y-axis
shows that while emerging markets have consistently traded at a valuation discount to
developed markets over the past 25 years, this discount is currently approaching one

standard deviation, a level not seen since the dot-com era.

Figure 2: Emerging Market Relative Valuations at Consistent
Historical Discount, Now Cheapest Since Dot-Com Era
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To provide further context around the potential value opportunity in emerging markets,
we analyzed the normalized valuation spread relative to the forward five-year return
differential since 1999. Figure 3 depicts that, on average, when the normalized value
spread, or z-score, is less than -0.5, the forward five-year return of emerging compared to
developed markets is 12%. As of July 24, 2024, the z-score is -0.5, suggesting that now is

a favorable time to lean in to emerging markets based on valuation.

Figure 3: Mean Five-Year Return of Relative Valuation Z-Scores
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FUTURE GROWTH EXPECTATIONS suggesting that now is

Emerging markets have historically outpaced developed markets in real GDP growth, a a favorable time to lean
trend we believe will continue and likely strengthen. These countries have larger working- into emerging markets
age populations (15-64) compared to developed nations, a gap the IMF projects will only

based on valuation.

widen'. This demographic advantage, coupled with robust GDP growth, is fueling the
rise of an expanding middle class poised to become the global consumers of tomorrow.
Additionally, meaningfully lower debt-to-GDP ratios of many emerging market countries
translate to healthier national balance sheets than seen in their developed counterparts.

Given these tailwinds, why have emerging markets trailed developed over the past decade?

Despite historically higher GDP growth, corporate earnings growth in emerging markets
has lagged. For most of the last 12 years, year-over-year corporate earnings growth in
emerging markets has consistently trailed that of the US, driven in large part by weaker
corporate governance, poor capital discipline, and deficient shareholder protections.
However, the earnings drought in emerging markets appears to have bottomed out, with
company fundamentals beginning to strengthen. This turnaround can be attributed to
recent improvements in corporate governance and financial reforms that focus on greater
capital discipline, enhanced shareholder value, investor protections, and information

disclosure and transparency.

1 World Must Prioritize Productivity Reforms to Revive Medium-Term Growth (imf.org)



https://www.imf.org/en/Blogs/Articles/2024/04/10/world-must-prioritize-productivity-reforms-to-revive-medium-term-growth

MACRO TAILWINDS

Many of the cyclical headwinds that have challenged emerging markets are beginning to shift to tailwinds.
Historically, the value of the US dollar has shown a strong negative correlation with the performance

of emerging market equities, as illustrated by Figure 4. With the Federal Reserve starting its monetary
loosening cycle, the impressive bull run of the US dollar over the last decade seems to be drawing to a
close. If history is any indication, as the US dollar weakens, emerging market equities would be expected
to benefit. Likewise, the debt burden of emerging economies, which is predominantly priced in US
dollars, could be alleviated by a weakening dollar, paving the way for expanded growth through potential
future fiscal stimulus. In addition to potential dollar weakness and economic expansion, the multi-faceted
monetary easing measures recently announced by the People’s Bank of China to help stabilize the country’s
economy, the largest of all emerging markets, could give yet another boost to the broader emerging
market universe. These factors, coupled with a resilient global economy, are expected to create a favorable

environment for emerging market equities.

Figure 4: Emerging Market Returns Negatively Correlated With US Dollar
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Source: Bloomberg as of 04-Oct-2024

THE BOTTOM LINE

The prolonged and cyclical underperformance of emerging markets compared to developed markets is finally
showing signs of abating. And while the valuation differential has historically been appealing, it has now
widened to a point where investors are being adequately compensated to take on this exposure. Coupled with
enhanced corporate governance mechanisms that are expected to translate country GDP growth into corporate
earnings growth, along with an improving macroeconomic backdrop, we believe now is an opportune time for

investors to revisit their allocations to the emerging markets asset class.
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NOTES TO DISCLOSURE

This is intended for Professional Investors only. All investments involve risk, including the possible loss of capital. Past performance is not a guarantee or a reliable
indicator of future results.

PGIM Quantitative Solutions LLC (PGIM Quantitative Solutions or PGIM Quant) is an SEC-registered investment adviser and a wholly-owned subsidiary of PGIM, Inc.
(PGIM) the principal asset management business of Prudential Financial, Inc. (PFI) of the United States of America. Registration with the SEC does not imply a certain
level of skill or training. PFI of the United States is not affiliated in any manner with Prudential plc, which is headquartered in the United Kingdom or with Prudential
Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.

The comments, opinions and estimates contained herein are based on and/or derived from publicly available information from sources that PGIM Quantitative
Solutions believes to be reliable. We do not guarantee the accuracy of such sources of information and have no obligation to provide updates or changes to these
materials. This material is for informational purposes and sets forth our views as of the date of this presentation. The underlying assumptions and our views are
subject to change.

These materials are neither intended as investment advice nor an offer or solicitation with respect to the purchase or sale of any security or financial instrument.
These materials are not intended to be an offer with respect to the provision of investment management services.

The opinions expressed herein do not take into account individual client circumstances, objectives, or needs and are therefore not intended to serve as investment
recommendations. No determination has been made regarding the suitability of particular strategies to particular clients or prospects. The financial indices referenced
herein is provided for informational purposes only. You cannot invest directly in an index. The statistical data regarding such indices has been obtained from sources
believed to be reliable but has not been independently verified.

Certain information contained herein may constitute “forward-looking statements,” (including observations about markets and industry and regulatory trends as of
the original date of this document). Due to various risks and uncertainties, actual events or results may differ materially from those reflected or contemplated in such
forward-looking statements. As a result, you should not rely on such forward-looking statements in making any decisions. No representation or warranty is made as to
future performance or such forward-looking statements.

In the United Kingdom, information is issued by PGIM Limited with registered office: Grand Buildings, 1-3 Strand, Trafalgar Square, London, WC2N 5HR. PGIM Limited is
authorized and regulated by the Financial Conduct Authority (the “FCA”) of the United Kingdom (Firm Reference Number 193418). In the European Economic Area (the
“EEA”), information is issued by PGIM Netherlands B.V. with registered office at Eduard van Beinumstraat 6 1077CZ, Amsterdam, The Netherlands. PGIM Netherlands
B.V. is authorized by the Autoriteit Financiéle Markten in the Netherlands (Registration number 15003620) and operating on the basis of a European passport. In certain
EEA countries, information is, where permitted, presented by PGIM Limited in reliance of provisions, exemptions or licenses available to PGIM Limited under temporary
permission arrangements following the exit of the United Kingdom from the European Union. These materials are issued by PGIM Limited and/or PGIM Netherlands B.V. to
persons who are professional clients as defined under the rules of the FCA and/or to persons who are professional clients as defined in the relevant local implementation
of Directive 2014/65/EU (MiFID I1). PGIM Limited and PGIM Netherlands B.V. are indirect, wholly-owned subsidiaries of PGIM, Inc.

In Canada, PGIM Quantitative Solutions LLC relies upon the “International Advisor Exemption” pursuant to National Instrument 31-103 in certain provinces of Canada.

In Australia, information is issued by PGIM (Australia) Pty Ltd (“PGIM Australia”) for the general information of its “wholesale” customers (as defined in the
Corporations Act 2001). PGIM Australia is a representative of PGIM Limited, which is exempt from the requirement to hold an Australian Financial Services License
under the Australian Corporations Act 2001 in respect of financial services. PGIM Limited is exempt by virtue of its regulation by the FCA (Reg: 193418) under the laws
of the United Kingdom and the application of ASIC Class Order 03/1099. The laws of the United Kingdom differ from Australian laws.

To the extent that these materials are distributed by PGIM Quantitative Solutions, it is done so under the exemption from the requirement to hold an Australian
Financial Services License under the Australian Corporations Act 2001 in respect of financial services. PGIM Quantitative Solutions is exempt by virtue of its regulation
by the Securities and Exchange Commission (SEC #801-62692) under the laws of the United States and the application of ASIC Class Order 03/1100.

In Singapore, information is issued by PGIM (Singapore) Pte. Ltd. (“PGIM Singapore”), a regulated entity with the Monetary Authority of Singapore under a Capital
Markets Services License to conduct fund management and an exempt financial adviser. This material is issued by PGIM Singapore for the general information of
“institutional investors” pursuant to Section 304 of the Securities and Futures Act 2001 of Singapore (the “SFA”) and “accredited investors” and other relevant
persons in accordance with the conditions specified in Section 305 of the SFA.

In Hong Kong, information is issued by PGIM (Hong Kong) Limited, a regulated entity with the Securities & Futures Commission in Hong Kong to professional investors
as defined in Section 1 of Part 1 of Schedule 1 of the Securities and Futures Ordinance (Cap. 571).

In Korea, PGIM Quantitative Solutions LLC holds cross-border discretionary investment management and investment advisory licenses under the Korea Financial
Investment Services and Capital Markets Act (“FSCMA”), and is registered in such capacities with the Financial Services Commission of Korea. These materials are
intended solely for Qualified Professional Investors as defined under the FSCMA and should not be given or shown to any other persons.

In Japan, the investment management capabilities and services described in the attached materials are offered by PGIM Japan Co., Ltd (PGIMJ), a Japanese registered
investment adviser (Director- General of the Kanto Local Finance Bureau (FIBO) No. 392). Retention of PGIMJ for the actual provision of such investment advisory
services may only be effected pursuant to the terms of an investment management contract executed directly between PGIMJ and the party desiring such services. It is
anticipated that PGIMJ would delegate certain investment management services to its US-registered investment advisory affiliate.

PGIM, PGIM Quantitative Solutions, the PGIM Quantitative Solutions logo and the Rock design are service marks of PFl and its related entities, registered in many
jurisdictions worldwide. These materials are not intended for distribution to, or use by, any person in any jurisdiction where such distribution would be contrary to local
or international law or regulation.

© 2024 PGIM Quantitative Solutions. All rights reserved. PGIM, PGIM Quantitative Solutions, the PGIM Quantitative Solutions logo and the Rock design are service
marks of PFl and its related entities, registered in many jurisdictions worldwide. PGIM Quant-20241024-2856

For Professional Investors Only. All investments involve risk, including the possible loss of capital.
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