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Emerging vs. Developed Markets Classification
Why it Matters to Investors

= MSCI has been classifying Emerging and Developed markets since the introduction of the MSCI Emerging Markets
Index in 1988. The MSCI classification framework is based on an assessment of three dimensions: 1) economic
development, 2) size and liquidity of equity markets, 3) market accessibility for foreign investors.

= Why is this important for investors? The misclassification of a market within a global index may significantly increase
the cost, tracking error and overall risk of a portfolio tracking the index. A frequent misconception is to equate an
advanced economy with an advanced stock market. This may lead to overlooking other important issues such
market accessibility.

= Korea, for example, is a fairly developed economy with several world class companies. However, Korea’s equity
market is not yet at the developed level when objectively compared to the 24 markets that MSCI classifies as
developed. Korea, which has been under review by MSCI for developed status for the last 5 years, will only be
reclassified when accessibility issues are resolved and following a consultation with investors.

MSCI Market Classification Framework

MSCI Developed Markets and Korea
Economic Development & Key Market Accessibility Measures

The MSCI market classification framework is based on an
assessment of three dimensions of a country’s market:

= Economic development: uses Gross National Income Economic Development Market Accessibility
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costs and fees for the end investor.

Source: MSCI, World Bank, as of November 2012
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Managing Risk in Emerging Markets
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= For example, MSCI moved Pakistan and Argentina from
Emerging to Frontier Markets status and dropped the
coverage of Venezuela following major market crises.

For over 40 Years MSCI Has Captured the Evolution of Markets in a Timely Manner:
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1 Effective 4/30/93, the MSCI Malaysia / Singapore Index became the M5CI Singapore Index 2 The MSC| South Africa Gold Mines Index was included in the MSCI World Index from
1272774 to 3M/95 2 0On 11/5/281, the M5CI Mexico Index was included in the M3CI World Index and then became part of the M5CI EM Index on 1/1/88 4 The M5CI Luxembourg G
Index was discontinued as of the close of 3/29/02 5 Effective 5/31/01, the MSCI Sri Lanka Index was excluded from the M5CI EM and MSCl ACWI Indices. The MSCI Sri Lanka Index
was a stand-alone index until 2007 when it was included in the MSCIFM Index 6 Effective 5/31/06, the M5CI Venezuela index was excluded from the MSCI EM and ACWI Indices
and then discontinued effective 12/31/07 7 The MSCI Bosnia Herzegovina, MSCI Botswana, MSCI Ghana, M5CI Jamaica, M5CI Trinidad & Tobago and M5CI Zimbabwe Indices are Frontier Markets
stand-alone indices that are not currently included in the MSCI FM Index but are under consideration for inclusion 8 All GCC countries ex Saudi Arabia are part of MSCI FM Index =

GCC Countries

9 On 930410, MSCI discontinued the calculation of the MSCI Saudi Arabia Index 10 On &/26/2012, MSCI resumed calculation of the stand-alone MSCI Saudi Arabia Index

Learn more about MSCI Market Classification: www.msci.com/products/indices/market_classification.html
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