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Flows vs. Fundamentals — the upside risk to EM EPS
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...but the upside potential to EPS in 2H (+5%) comes from the loosening in
financial conditions.

1. EM flows vs. fundamentals: growth has indeed improved in 2016

The EM equity rally continued in July and August (+8%), albeit at a slower pace than
the furious January-March rally (+20%), with MSCI EM sitting at 898 currently, or
2% off the cycle highs from two weeks ago. EM FX has corrected a bit more sharply
in recent days, and our EM FX index currently sits just 0.5% above its March 31
close. Although sovereign credit spreads remain near cycle-tight levels, EM credit
and local bonds have softened their rally as well in recent days (USD debt +4%, local
debt +1% since end-June). As we discussed earlier this summer, an EM-friendly
environment with equity being the strongest performer tends to occur during a
‘growth up, rates up’ phase of the cycle, and this has indeed been the macro
backdrop (see EM Cross-Asset Strategy Part 1: Identifying 'EM Risk’).

Much of the discussion surrounding the EM rally has focused on flows and
positioning, but EM fundamentals have shown signs of a tepid improvement. EM
GDP growth accelerated sequentially in the first quarter of 2016, and monthly data
(such as Industrial Production) continued to improve in 2Q (see Exhibit 1). This is not
the first time that EM growth has picked up since the global financial crisis — we
have seen a few oscillations in sequential growth momentum and the bounce came
off a low base in 4Q 2015. However, perhaps more importantly, the differential of EM
vs. DM growth has improved in the past two quarters, a development we have not
seen since early 2012 (see Exhibit 2).
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We have long argued that an improvement in the EM growth outlook is the essential
ingredient in adopting a positive outlook on EM equity — both in absolute and relative
terms. Consequently, while we are unsurprised that the EM rally coincided with
improving growth earlier this year, we have remained sceptical on the rally for two
mains reasons: (1) the GDP acceleration did not drive EM EPS higher, and (2) EM
growth picked up off a very low base and amid a sharp rise in commodity prices (oil
and metals) in late Q1 and Q2, something we do not expect to continue in 2H.
Below, we discuss the upside risk.

Exhibit 1: EM growth has improved in 2016... Exhibit 2: ... as has the differential vs. DM
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2. Higher commodity prices have largely explained EM growth improvement,
which may not continue in 2H
Looking underneath the surface of the headline GDP improvement of the past two
quarters, we find that commodity-exporting EMs have, in general, led the charge
(see Exhibit 3). The notable EM commodity exporters are Russia, Malaysia and Chile,
which all registered accelerating activity in 1Q. Although their share of commodity
exports is small relative to GDP, Brazil and South Africa (often perceived as
commodity-exposed EMs) have also seen improving growth rates. The only EM with
significant commodity exposure and falling growth rates is Colombia, an economy
that has raised policy rates by 325bp over the past 12 months to combat
accelerating inflation.
Digging into the EPS story, the same theme emerges: EM EPS stability earlier this
year has been wholly attributable to commodities. Coming into the year, EM
earnings expectations were on a dismal trajectory, consistently ratcheted lower by
an average 1.1% per month from mid-2014 through early 2016. Between March and
July, EM EPS stabilized at around $71, a result of rising commodity-related EPS
offsetting weakness elsewhere. However, over the past month EM EPS
expectations have finally increased, and meaningfully so, by 2.9% (see Exhibit 4).
Importantly, this is a local currency increase in EPS, which is different from the 4%
rise in USD EPS registered between February and April (wholly an FX translation
issue, not a ‘real’ earnings improvement). As we discuss below, the turn in EM EPS
in August was a non-commodity story.
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Exhibit 3: Rising commodity prices helping EM GDP in 2016...
everything else fell
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Source: Haver, UNCTAD, Goldman Sachs Global Investment Research

3. FCl loosening can likely drive further upside in forward EM EPS
expectations to $75 by year-end

We have previously flagged the significant Joosening of EM financial conditions as a
potential for activity improvement this summer, and, extending the linkage to EM
EPS, history suggests changes in FCl have the largest impact on earnings with a 6-
month lag (see Exhibit 5). The recent bout of EM FCI easing began in February (six
months ago), and the improvement in non-commodity EM EPS in August is
therefore consistent with the historical pattern.

In terms of sectors, FCI easing has historically benefited the earnings expectations
of the Info Tech, Financials and Consumer Discretionary sectors the most. Perhaps
unsurprisingly, it is precisely these three sectors which saw the largest positive
revisions in August (roughly 4.5% positive EPS revisions for each in August).

Over the past six months, EM financial conditions have eased by 75bp; and this has
historically corresponded with an EM EPS upgrade of 4.8%. Given the 2.9%
upgrade in August, the historical analogue would suggest we are around half-way
through the upgrade cycle (assuming EM FCls do not continue to loosen from here),
and that EM EPS could reach $75 by yearend.

2 September 2016
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Exhibit 5: EM FCI easing has boosted EPS in the past, though less

so recently
30% -
259, | EM FCI
20% - (6-mo lagged)
15% A\
10%
5 gl \
0% - — . T N Sv&h!‘ﬂa
5%
-10% -
5% | EMEPS
20% - 6-mo chg
25% -
-30% -
-35% -
40% -
w L [r=] (=] o — (o] o =T w w L
(=1 [ (=1 (=1 — — — — — — — —
S5 & & & & b & b 6 b6 & b
a @ @ a a L:E @ o a L:E @ o
(] [} [} ] (] ] [} [} ] ] [} [}

F100.5
F 100.5
F 1015
1015
F 1025
F 1025
F 103.5

- 103.5

Exhibit 6: EM EPS may rise 5% (to $75) due to FCI loosening
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Source: FactSet, Goldman Sachs Global Investment Research

The shift in EM EPS trends is indeed an important development and would normally
push us to adopt a more constructive view on EM equity. While we do expect the
$68 EPS level seen in 1Q to be the cycle low in EM earnings and envisage further
positive revisions in the short term, we remain nearterm cautious on the space
given stretched valuation (i.e., the market has largely already priced the
improvement in EPS). Our view remains that the current 12.4x forward P/E will drop
to the mid-11x range (MSCI EM support level of 800) on the combination of Fed
tightening worries and China growth deceleration in 2H. At the margin, EM FClI
loosening makes us more constructive on the Domestic Cyclical slice of EM equity,
in addition to the External Demand slice that we already favour.
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Appendix — Performance, Macro and Valuation

Global asset performance — one-month price return (USD, %), as of August 31, 2016
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Goldman Sachs macro forecasts for major EMs and world aggregates

Market GDP growth Infiation Policy Rates FX Forecast (USD)
Harke 2015E 2016E 2017E 2015E 2016E 2017E Current  2016E 2017E Current

Brazil -3.8 -31 11 9.0 8.8 56 14.25 13.25 10.75 323 320 3.30 3.50
Chile 21 16 24 43 4.0 30 350 350 4.00 681 700 720 730
China 6.9 6.6 6.4 14 2.0 17 2.40 1.50 1.50 6.68 6.70 G.80 7.00
India 7.5 7.8 5.0 49 5.5 5.5 6.50 6.50 6.50 66.99 67.50 G8.00 G8.50
Indonesia 48 51 57 6.4 39 48 6.50 5.00 5.00 13268 13400 13600 14000
Karea 26 27 29 07 0.9 22 1.25 1.00 1.50 1122 1180 1200 1250
Malaysia 5.0 41 43 21 24 27 3.00 3.00 3.00 4.08 410 4.20 4.40
Mexico 25 2.6 3.2 27 2.8 35 4.25 4.50 5.00 18.80 18.00 17.50 17.25
Philippines 59 6.7 6.1 14 2.0 31 3.50 3.00 3.50 46.73 47.50 4350 4350
Paoland 35 3.0 34 -1.0 -0.8 1.3 1.50 1.50 1.50 3.92 412 413 4.25
Russia =37 0.5 29 151 59 4.0 10.50 8.50 6.00 65.31 63.00 66.00 62.00
South Africa 1.3 0.2 0.9 4.6 6.9 6.7 7.00 7.50 8.00 14.66 15.50 16.00 17.00
Taiwan 0.6 11 2.0 -0.3 1.0 1.3 1.38 1.38 1.50 3174 33.00 33.00 34.00
Thailand 28 3.3 34 -09 0.5 2.0 1.50 1.50 1.50 3464 36.00 36.50 37.50
Turkey 4.0 3.0 3.3 [ 6.8 6.8 5.50 7.50 9.00 2.96 310 3.10 3.25
EM 4.2 4.6 5.2 5.7 5.7 47 - - - - - -
DM 2.0 15 1.7 0.2 0.7 1.6 - - - - - -
Waorld 31 31 3.5 2.9 3.2 3.2 - - - - - -

MSCI EM valuation and earnings growth
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Thematic Slices and Flows

EM ‘Macro Slice’ performance vs. MSCI EM

1307 s mscr Em 105 vs. MSCI EM vs. MSCI EM
Domestic 109 1 Defensives
125 4 Cyclicals 100 -
107 4
120 4 g5 |
k‘"f ! 105
115 90 - I
103 1
[}
10 85 - 101 |
Il ]
05 1 ) External 80 - 99 | h't |
Demand ’
|
100 75 a7 4 Banks
% L
G ELE YL gLLEBEgAaLES BLLEOEioLEbEgoitd® sS55:itBEssLcEioizesEl
A2a3ZolAfa3Zclfx3 32 f2 <3 Fodfxs3 A2 3 Z af«3Zoafa«a32088<3 232
Source: FactSet, Goldman Sachs Global Investment Research
‘Macro Slice’ valuation and earnings growth
Valuation 03 - Valuation
(Avg. 10yr z-score)
. 0.2
P/E P/B Dry Earnings Growth
(NTM)  (LTM) (LT} 2015 2016E  2017E 0.1
Domestic Cyclicals 158 23 1.7 0.3 1.7 18.7 o0
External Demand 126 1.7 2.1 0.2 3.8 13.3
. . 01
Commodity Cyclicals 103 1.1 33 208 128 218 OV
Banks 8.2 1.2 36 92 22 79 w2
Defensives 16.1 2.3 27 89 1.2 117
(0.3}
EM 12.3 1.5 26 0.7 4.0 13.6 (0.4)
EM BANKS DOM EXT COM DEF
*Earnings growth based on consensus estimates in local currency
Source: FactSet, Goldman Sachs Global Investment Research
MSCI EM EPS growth revisions EM equity and debt flows
2% EM EPS Growth Revisions Flows into EM
20% (Consensus forecast revisions in USD) 100 1 Funds & ETFs $84
80 1 ($bn) $64
15% B0 -
10% 40
20
o 2011 013 2016 01
0% . . - —20
2012 -40
o 2014 -60
-10% 015 -80 %73
-100
-15% w [ w @ [} — o o =T Lo w
[=] [=] — — o o o] o] -+ -+ (=] (=] w o o o o — — — — — — —
e % oz 3 T % T %oz o3 oz 3ot & & 8 &8 &8 &8 &8 &8 &8 & &
—:J [m] _3.! [m] _3.! [m] _3.! [m] _3.! [m] _3.! [m] —:J
Source: Datastream, Goldman Sachs Global Investment Research Source: EPFR, Goldman Sachs Global Investment Research
2 September 2016 Page 6

| [[Fs dosmasies] |



Goldman Sachs

EM Strategy Views

10%

10%

Activity Monitor
EM Macro Activity Monitor
0.20 P
THB
010 ‘BRL wo - D
Recovery Expansion 000 cp 4 ¢ gﬂﬂ R AR
-ive growth +ive growth : ' ' RUB K
+ive momentum +ive momentum MXN TRY
E-0.10 i MYR
g
E £-0.20 i
[=]
£ =
=) -0.30 1
=
Contraction Slowdown -0.40 7
-ive growth +ive growth
-ive momentum -ive momentum -0.50 .
® pup
-0.60
Growth -15% -10% 5% 0% 5%
Growth
0.60 010
RETAIL SALES INFLATION
0.50 ] - 008 ® R
040
0.06
+
g 030 CHY £
=
2 2 0.04 1P
THB
E 0.20 ® uvr £ . *rus
2 MXN S 002 | PLN WD
0.10 PLN PHP
4 BrL * * Klg‘." “MYR
L KRW 0.00 . .
000 puB zﬂﬂ%¢THB ' ' & MXN
* TRY 00 cNY & #cip ® 2R BRL
0.10 * :
IDR .
TWD TRY
0.20 ? 0.04
-10% 0% 10% 20% 30% 40% 2% 0% 2% 4% 6% 8%
Growth YoY increase
0.60 120
EXPORTS . * IMPORTS
(local currency) . MYR ZAR 1.00 | (local currency)
0.40 ICNY
0.80 .
PHP 060 * cny
0.20 * R * '
PLN TWD
£ RUB E 040 4,
3 +* 4R R Z vy ® ® ZAR
g 0.00 : : : : £ 020 KRW® | 4CLP
S S INR L 4
= *irw * uxn = 0.00 * haill PLN
IDR
020 1
CLP 0.20 @ MXN
RY ®BRL ®BRL  TRY * prp
0.40 040
9 1HB -0.60 4B
-0.60 0.80
5% -10% 5% 0% 5% 10% 15% 20%  -10% 0% 10% 20% 30% 40%
Growth Growth

* Growth is the 3-month average of monthly YoY data readings
** Momentum is the change in the sequential growth rate (growth acceleration) of the last 3-months vs. the prior 3-months

Source: Haver Analytics, Goldman Sachs Global Investment Research

2 September 2016

Page 7

| [[Fs dosmasies] |



Goldman Sachs

EM Strategy Views

Relative Market Performance

EM equity performance vs. MSCI EM (in USD)
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Investors should carefully consider their own investment risk. Investment results are the responsibility of the individual investor. United Kingdom:
Persons who would be categorized as retail clients in the United Kingdom, as such term is defined in the rules of the Financial Conduct Authority,
should read this research in conjunction with prior Goldman Sachs research on the covered companies referred to herein and should refer to the risk
warnings that have been sent to them by Goldman Sachs International. A copy of these risks warnings, and a glossary of certain financial terms used in
this report, are available from Goldman Sachs International on request.
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European Union: Disclosure information in relation to Article 4 (1) (d) and Article 6 (2) of the European Commission Directive 2003/125/EC is available
at http://www.gs.com/disclosures/europeanpolicy.html which states the European Policy for Managing Conflicts of Interest in Connection with
Investment Research.

Japan: Goldman Sachs Japan Co., Ltd. is a Financial Instrument Dealer registered with the Kanto Financial Bureau under registration number Kinsho
69, and a member of Japan Securities Dealers Association, Financial Futures Association of Japan and Type Il Financial Instruments Firms Association.
Sales and purchase of equities are subject to commission pre-determined with clients plus consumption tax. See company-specific disclosures as to
any applicable disclosures required by Japanese stock exchanges, the Japanese Securities Dealers Association or the Japanese Securities Finance
Company.

Ratings, coverage groups and views and related definitions

Buy (B), Neutral (N), Sell (S) -Analysts recommend stocks as Buys or Sells for inclusion on various regional Investment Lists. Being assigned a Buy or
Sell on an Investment List is determined by a stock’s return potential relative to its coverage group as described below. Any stock not assigned as a Buy
or a Sell on an Investment List is deemed Neutral. Each regional Investment Review Committee manages various regional Investment Lists to a global
guideline of 256%-35% of stocks as Buy and 10%-15% of stocks as Sell; however, the distribution of Buys and Sells in any particular coverage group
may vary as determined by the regional Investment Review Committee. Regional Conviction Buy and Sell lists represent investment recommendations
focused on either the size of the potential return or the likelihood of the realization of the return.

Return potential represents the price differential between the current share price and the price target expected during the time horizon associated
with the price target. Price targets are required for all covered stocks. The return potential, price target and associated time horizon are stated in each
report adding or reiterating an Investment List membership.

Coverage groups and views: A list of all stocks in each coverage group is available by primary analyst, stock and coverage group at
http://www.gs.com/research/hedge.html. The analyst assigns one of the following coverage views which represents the analyst's investment outlook
on the coverage group relative to the group'’s historical fundamentals and/or valuation. Attractive (A). The investment outlook over the following 12
months is favorable relative to the coverage group's historical fundamentals and/or valuation. Neutral (N). The investment outlook over the following
12 months is neutral relative to the coverage group’s historical fundamentals and/or valuation. Cautious (C). The investment outlook over the following
12 months is unfavorable relative to the coverage group’s historical fundamentals and/or valuation.

Not Rated (NR). The investment rating and target price have been removed pursuant to Goldman Sachs policy when Goldman Sachs is acting in an
advisory capacity in a merger or strategic transaction involving this company and in certain other circumstances. Rating Suspended (RS). Goldman
Sachs Research has suspended the investment rating and price target for this stock, because there is not a sufficient fundamental basis for
determining, or there are legal, regulatory or policy constraints around publishing, an investment rating or target. The previous investment rating and
price target, if any, are no longer in effect for this stock and should not be relied upon. Coverage Suspended (CS). Goldman Sachs has suspended
coverage of this company. Not Covered (NC). Goldman Sachs does not cover this company. Not Available or Not Applicable (NA). The information
is not available for display or is not applicable. Not Meaningful (NM). The information is not meaningful and is therefore excluded.

Global product; distributing entities

The Global Investment Research Division of Goldman Sachs produces and distributes research products for clients of Goldman Sachs on a global basis.
Analysts based in Goldman Sachs offices around the world produce equity research on industries and companies, and research on macroeconomics,
currencies, commodities and portfolio strategy. This research is disseminated in Australia by Goldman Sachs Australia Pty Ltd (ABN 21 006 797 897); in
Brazil by Goldman Sachs do Brasil Corretora de Titulos e Valores Mobilidrios S.A.; in Canada by either Goldman Sachs Canada Inc. or Goldman, Sachs &
Co.; in Hong Kong by Goldman Sachs (Asia) L.L.C.; in India by Goldman Sachs (India) Securities Private Ltd.; in Japan by Goldman Sachs Japan Co.,
Ltd.; in the Republic of Korea by Goldman Sachs (Asia) L.L.C., Seoul Branch; in New Zealand by Goldman Sachs New Zealand Limited; in Russia by
000 Goldman Sachs; in Singapore by Goldman Sachs (Singapore) Pte. (Company Number: 198602165W); and in the United States of America by
Goldman, Sachs & Co. Goldman Sachs International has approved this research in connection with its distribution in the United Kingdom and European
Union.

European Union: Goldman Sachs International authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and
the Prudential Regulation Authority, has approved this research in connection with its distribution in the European Union and United Kingdom; Goldman
Sachs AG and Goldman Sachs International Zweigniederlassung Frankfurt, regulated by the Bundesanstalt flir Finanzdienstleistungsaufsicht, may also
distribute research in Germany.

General disclosures

This research is for our clients only. Other than disclosures relating to Goldman Sachs, this research is based on current public information that we
consider reliable, but we do not represent it is accurate or complete, and it should not be relied on as such. The information, opinions, estimates and
forecasts contained herein are as of the date hereof and are subject to change without prior notification. We seek to update our research as
appropriate, but various regulations may prevent us from doing so. Other than certain industry reports published on a periodic basis, the large majority
of reports are published at irregular intervals as appropriate in the analyst's judgment.

Goldman Sachs conducts a global full-service, integrated investment banking, investment management, and brokerage business. \We have investment
banking and other business relationships with a substantial percentage of the companies covered by our Global Investment Research Division.
Goldman, Sachs & Co., the United States broker dealer, is a member of SIPC (http://www.sipc.org).

Our salespeople, traders, and other professionals may provide oral or written market commentary or trading strategies to our clients and principal
trading desks that reflect opinions that are contrary to the opinions expressed in this research. Our asset management area, principal trading desks and
investing businesses may make investment decisions that are inconsistent with the recommendations or views expressed in this research.

The analysts named in this report may have from time to time discussed with our clients, including Goldman Sachs salespersons and traders, or may
discuss in this report, trading strategies that reference catalysts or events that may have a nearterm impact on the market price of the equity securities
discussed in this report, which impact may be directionally counter to the analyst’s published price target expectations for such stocks. Any such
trading strategies are distinct from and do not affect the analyst's fundamental equity rating for such stocks, which rating reflects a stock’s return
potential relative to its coverage group as described herein.

We and our affiliates, officers, directors, and employees, excluding equity and credit analysts, will from time to time have long or short positions in, act
as principal in, and buy or sell, the securities or derivatives, if any, referred to in this research.

The views attributed to third party presenters at Goldman Sachs arranged conferences, including individuals from other parts of Goldman Sachs, do not
necessarily reflect those of Global Investment Research and are not an official view of Goldman Sachs.

Any third party referenced herein, including any salespeople, traders and other professionals or members of their household, may have positions in the
products mentioned that are inconsistent with the views expressed by analysts named in this report.
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This research is not an offer to sell or the solicitation of an offer to buy any security in any jurisdiction where such an offer or solicitation would be
illegal. It does not constitute a personal recommendation or take into account the particular investment objectives, financial situations, or needs of
individual clients. Clients should consider whether any advice or recommendation in this research is suitable for their particular circumstances and, if
appropriate, seek professional advice, including tax advice. The price and value of investments referred to in this research and the income from them
may fluctuate. Past performance is not a guide to future performance, future returns are not guaranteed, and a loss of original capital may occur.
Fluctuations in exchange rates could have adverse effects on the value or price of, or income derived from, certain investments.

Certain transactions, including those involving futures, options, and other derivatives, give rise to substantial risk and are not suitable for all investors.
Investors should review current options disclosure documents which are available from Goldman Sachs sales representatives or at
http://www.theocc.com/about/publications/characterrisks.jsp. Transaction costs may be significant in option strategies calling for multiple purchase and
sales of options such as spreads. Supporting documentation will be supplied upon request.

All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our
research by third party aggregators. For research, models or other data available on a particular security, please contact your sales representative or go

to http://360.gs.com.

Disclosure information is also available at http://www.gs.com/research/hedge.html or from Research Compliance, 200 West Street, New York, NY
10282.

© 2016 Goldman Sachs.

No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) redistributed without the prior written
consent of The Goldman Sachs Group, Inc.
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