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The Foundation of Korea’s Economic Miracle

South Korea’s impressive economic growth can be traced
back to the 1960s, when the country began exporting
goods, starting with wigs. Since then, the success of
South Korea’s economy is a testament to the country’s
well-planned strategic and government-led industrial
policies that continued until the 1980s.

During this period, South Korea established itself as a
major player in global manufacturing, leading to an
impressive ten-fold increase in its GDP. The government’s
role in facilitating this growth, through loans from
foreign financial institutions and protective measures,
laid the foundation for the rise of conglomerates such

as Samsung, LG, and Hyundai. These conglomerates,

also referred to as “chaebols”, have now become the
backbone of the South Korean economy, contributing

to nearly 60% of the nation’s GDP as of 2023.
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The “Korean Discount”: A Barrier to True Valuation

While Korea has experienced a great period of prosperity, it
has also led to the emergence of a few powerful family-run
conglomerates. These conglomerates prioritised preserving
their wealth over the interests of minority shareholders, which
profoundly impacted the local equity market. This created

the “Korean Discount” phenomenon, which refers to the lower
valuation of Korean companies due to corporate governance
issues. The intricate structure of preferred shares, holding
companies, and practices surrounding share repurchases
contribute to this pervasive discount, which disadvantages
minority shareholders and benefits the controlling families’
wealth preservation strategies. These features, partly influenced
by high inheritance and dividend taxes that encourage low
stock prices and manipulative share buybacks, have historically
prevented Korean companies from being fairly valued in the
global market.

The Socio-Economic Imperative for Reform

This concentration of economic power within a few chaebols has
exacerbated income inequality, leading to significant social and
economic challenges with investors frustrated with corruption,
tax evasion and questionable capital allocation. With the

nation facing demographic shifts and a highly inflated housing
market, the younger generation are struggling to gain financial
stability. Moreover, the sustainability of pension funds is at risk
in a market where equities are consistently undervalued, and
market returns are sub-par, threatening the financial security

of future retirees.

Learning from Japan’s Governance Reforms

Japan’s experience with “keiretsu” and “zaibatsu” (Chaebol
equivalent) structures offers valuable lessons for Korea.
Recognizing the detrimental impact of companies trading
below their book value, Japan has initiated reforms to improve
corporate governance and encourage a more investor-friendly
dialogue. These measures, advocated by Hiromi Yamaji,
president of the Tokyo Stock Exchange, aim at enhancing return
on equity and transparency. The positive outcomes of these
reforms in Japan, including improved stock valuations and a
lower cost of capital, underscore the potential benefits of similar

“Value-Up” reforms in Korea, as we see the Japanese equity
market at current all-time highs.
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In effect, Korean President Yoon Suk Yeol recently proposed
significant reforms in response to the “Korea Discount” in
order to improve shareholder returns, enhance governance
and increase valuations. The proposed changes also include
adjustments to dividend and inheritance taxes, which are
expected to benefit the ordinary public and the powerful
chaebol families.

Fiera Capital’s Approach

Over the years at Fiera Capital, we have focused on investing in
the Korean equity market by navigating the obstacles created by
the dominance of large conglomerates. We target opportunities
where the interests of minority shareholders align more closely
with those of company stakeholders and where governance has
marginally improved. The upcoming “Value-Up” reforms could
be a turning point for the Korean equity market. The valuation
gap is particularly noteworthy, illustrated by banks generating
an 11% return-on-equity (ROE) yet trading at a mere 0.3x
price-to-book (P/B) ratio at the start of the year, even with the
risk-free rate in the country. This contrasts with most global
banks generating ROEs above their cost of equity trading, which
is above 1x price-to-book. With idle excess capital on the books
and treasury shares unlikely to be needed for M&A, ample scope
exists to enhance shareholder returns, improve ROE, and deliver
a potential 50% multiple re-rating.

Stock-Picking in Korea

In anticipation of the transformative impact these reforms
could have, Fiera’s Magna Income & Growth Emerging Markets
Strategy increased its Korean exposure by holding both strongly
governed companies exhibiting high-earnings growth and those
standing to benefit from a potential re-rating boost driven by
the reforms, especially where management teams have already
shown a willingness to respond to the government efforts.

Such a strategic reallocation underscores the confidence in

the “Value-Up” reforms to address systemic issues that have
long plagued the Korean equity market, paving the way for a
re-evaluation of Korean stocks. This recalibration could unlock
tremendous value, making this an exciting time for investors
with a keen eye on Korea’s fundamentally sound companies
poised for growth and a significant valuation uplift.
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The Strategy recently added to a global leader in the OEM
(Original Equipment Manufacturer) automobile space, trading
at an undeserved discount to global peers, with treasury shares
to cancel, excess capital to return to shareholders and multiple
other catalysts. Operationally, results in recent quarters have
shown better than industry profitability. At the same time,
non-core assets could be disposed of with proceeds returned
to shareholders or used to close the further 40% discount

on preference shares. Even if only some of these events are
executed, the value unlock is considerable when trading at just
0.6x price-book.

An Outperforming Actively Managed Strategy

Fiera Capital takes a unique approach to Emerging and Frontier
Markets by viewing the universe as a collection of separate and
often uncorrelated investment opportunities, without worrying
about index weighting. With rates and inflation rising after the
COVID-19 pandemic, the days of ever-increasing valuations

for growth companies are arguably over. The current scenario
demands a more active approach to the asset class, with stock
pickers able to identify mispricing and the necessary catalysts
to unlock value.

This approach has proven effective with the Magna EM Income
& Growth strategy, which has delivered 5.5% annualized net
outperformance against the MSCI EM index over three years
and is ranked in the first quartile compared to peers over 1, 3,
and 5 years." Recent events in Korea serve as an example of
the distinctive investment thesis that populate Fiera Capital’s
Emerging Market portfolios.

1 As at 28 February 2024. Source: Fiera Capital, MSCI

uk.fieracapital.com
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Fiera Capital Corporation (“Fiera Capital”) is a global independent asset
management firm that delivers customized multi-asset solutions across

public and private classes to institutional, financial intermediary and private
wealth clients across North America, Europe and key markets in Asia. Fiera
Capital trades under the ticker FSZ on the Toronto Stock Exchange. Each
affiliated entity (each an “Affiliate”) of Fiera Capital only provides investment
advisory or investment management services or offers investment funds in
the jurisdictions where the Affiliate and/or the relevant product is registered or
authorized to provide services pursuant to an exemption from registration.

This document is strictly confidential and for discussion purposes only. Its
contents must not be disclosed or redistributed directly or indirectly, to any
party other than the person to whom it has been delivered and that person’s
professional advisers.

The information presented in this document, in whole or in part, is not
investment, tax, legal or other advice, nor does it consider the investment
objectives or financial circumstances of any investor.

Fiera Capital and its Affiliates reasonably believe that this document contains
accurate information as at the date of publication; however, no representation
is made that the information is accurate or complete and it may not be relied
upon. Fiera Capital and its Affiliates will accept no liability arising from the use
of this document.

Fiera Capital and its Affiliates do not make recommendations to buy or sell
securities or investments in marketing materials. Dealing and/or advising
services are only offered to qualified investors pursuant to applicable securities
laws in each jurisdiction.

Past performance of any fund, strategy or investment is not an indication
or guarantee of future results. Performance information assumes the
reinvestment of all investment income and distributions and does not
account for any fees or income taxes paid by the investor. All investments
have the potential for loss. Target returns are forward-looking, do

not represent actual performance, there is no guarantee that such
performance will be achieved, and actual results may vary substantially.

This document may contain “forward-looking statements” which reflect the
current expectations of Fiera Capital and/or its Affiliates. These statements
reflect current beliefs, expectations and assumptions with respect to future
events and are based on information currently available. Although based upon
what Fiera Capital and its affiliates believe to be reasonable assumptions,
there is no guarantee that actual results, performance, or achievements will
be consistent with these forward-looking statements. There is no obligation
for Fiera Capital and/or its Affiliates to update or alter any forward-looking

statements, whether as a result of new information, future events or otherwise.

Strategy data such as ratios and other measures which may be presented
herein are for reference only and may be used by prospective investors to
evaluate and compare the strategy. Other metrics are available and should
be considered prior to investment as those provided herein are the subjective
choice of the manager. The weighting of such subjective factors in a different
manner would likely lead to different conclusions.

Strategy details, including holdings and exposure data, as well as other
characteristics, are as of the date noted and subject to change. Specific
holdings identified are not representative of all holdings and it should not be
assumed that the holdings identified were or will be profitable.

Certain fund or strategy performance and characteristics may be compared
with those of well-known and widely recognized indices. Holdings may differ
significantly from the securities that comprise the representative index. It is
not possible to invest directly in an index. Investors pursuing a strategy like an
index may experience higher or lower returns and will bear the cost of fees and
expenses that will reduce returns, whereas an index does not. Generally, an
index that is used to compare performance of a fund or strategy, as applicable,
is the closest aligned regarding composition, volatility, or other factors.

Every investment is subject to various risks and such risks should be carefully

considered by prospective investors before they make any investment decision.

No investment strategy or risk management technique can guarantee returns
or eliminate risk in every market environment. Each investor should read all
related constating documents and/or consult their own advisors as to legal,

tax, accounting, regulatory, and related matters prior to making an investment.

The ESG or impact goals, commitments, incentives and initiatives outlined in
this document are purely voluntary, may have limited impact on investment
decisions and/or the management of investments and do not constitute a
guarantee, promise or commitment regarding actual or potential positive
impacts or outcomes associated with investments made by funds managed
by the firm. The firm has established, and may in the future establish, certain
ESG or impact goals, commitments, incentives and initiatives, including but
not limited to those relating to diversity, equity and inclusion and greenhouse
gas emissions reductions. Any ESG or impact goals, commitments, incentives

and initiatives referenced in any information, reporting or disclosures published
by the firm are not being promoted and do not bind any investment decisions
made in respect of, or stewardship of, any funds managed by the firm for the
purposes of Article 8 of Regulation (EU) 2019/2088 on sustainability-related
disclosures, in the financial services sector. Any measures implemented in
respect of such ESG or impact

goals, commitments, incentives and initiatives may not be immediately
applicable to the investments of any funds managed by the firm and any
implementation can be overridden or ignored at the sole discretion of the

firm. There can be no assurance that ESG policies and procedures as described
herein, including policies and procedures related to responsible investment or
the application of ESG-related criteria or reviews to the investment process will
continue; such policies and procedures could change, even materially, or may
not be applied to a particular investment.

The following risks may be inherent in the funds and strategies mentioned on
these pages.

Equity risk: the risk that the value of stock may decline rapidly for issuer-
related or other reasons and can remain low indefinitely. Market risk: the risk
that the market value of a security may move up or down, sometimes rapidly
and unpredictably, based upon a change in market or economic conditions.
Liquidity risk: the risk that the strategy may be unable to find a buyer for its
investments when it seeks to sell them. General risk: any investment that

has the possibility for profits also has the possibility of losses, including loss of
principal. ESG and Sustainability risk: ESG and sustainability risk may result in
a material negative impact on the value of an investment and performance of
the portfolio. Geographic concentration risk: geographic concentration risk
may result in performance being more strongly affected by any social, political,
economic, environmental or market conditions affecting those countries or
regions in which the portfolio’s assets are concentrated. Investment portfolio
risk: investing in portfolios involves certain risks an investor would not face

if investing in markets directly. Operational risk: operational risk may cause
losses as a result of incidents caused by people, systems, and/or processes.

For further risks we refer to the relevant fund prospectus.

United Kingdom: This document is issued by Fiera Capital (UK) Limited, an
affiliate of Fiera Capital Corporation, which is authorized and regulated by
the Financial Conduct Authority. Fiera Capital (UK) Limited is registered with
the US Securities and Exchange Commission (*SEC”) as investment adviser.
Registration with the SEC does not imply a certain level of skill or training.

United Kingdom — Fiera Real Estate UK: This document is issued by Fiera Real
Estate Investors UK Limited, an affiliate of Fiera Capital Corporation, which is
authorized and regulated by the Financial Conduct Authority.

European Economic Area (EEA): This document is issued by Fiera
Capital (Germany) GmbH (“Fiera Germany”), an affiliate of Fiera Capital
Corporation, which is authorized and regulated by the Bundesanstalt fur
Finanzdienstleistungsaufsicht (BaFin).

United States: This document is issued by Fiera Capital Inc. (“Fiera U.S.A."),
an affiliate of Fiera Capital Corporation. Fiera U.S.A. is an investment

adviser based in New York City registered with the Securities and Exchange
Commission (“SEC"). Registration with the SEC does not imply a certain level
of skill or training.

United States - Fiera Infrastructure: This document is issued by Fiera
Infrastructure Inc. (“Fiera Infrastructure”), an affiliate of Fiera Capital
Corporation. Fiera Infrastructure is registered as an exempt reporting adviser
with the Securities and Exchange Commission (“SEC”). Registration with the
SEC does not imply a certain level of skill or training.

Canada

Fiera Real Estate Investments Limited (“Fiera Real Estate”), a wholly owned
subsidiary of Fiera Capital Corporation is an investment manager of real estate
through a range of investments funds.

Fiera Infrastructure Inc. (“Fiera Infra”), a subsidiary of Fiera Capital
Corporation is a leading global mid-market direct infrastructure investor
operating across all subsectors of the infrastructure asset class.

Fiera Comox Partners Inc. (“Fiera Comox”), a subsidiary of Fiera Capital
Corporation is a global investment manager that manages private alternative
strategies in Private Credit, Agriculture and Private Equity.

Fiera Private Debt Inc. (“Fiera Private Debt”), a subsidiary of Fiera Capital
Corporation provides innovative investment solutions to a wide range of
investors through two distinct private debt strategies: corporate debt and
infrastructure debt.

Please find an overview of registrations of Fiera Capital Corporation and certain
of its subsidiaries here: https://www.fieracapital.com/en/registrations-and-

exemptions.
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