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Since President Lee Jae-Myung took office earlier this year,
the MSCI Korea Index has climbed 48% year-to-date (through
September 30)—the strongest performance among major
Asian indices. Investor enthusiasm has been fueled by the
administration’s reform agenda and the bold pledge to deliver
“KOSPI' 5000." The government'’s early actions, such as
reviving the Value-Up initiative and tightening governance

rules, have clearly restored confidence after a turbulent 2024.

Yet history cautions against taking political index targets at
face value. The country’s trump card remains its structural
strengths in technology, artificial intelligence and new energy
supply chains that anchor its long-term growth story. While
Value-Up laid the foundation, and Al (artificial intelligence)
has driven the rally, optimism that policy alone will erase the
so-called “Korea discount” may be running ahead of actual
progress. In our view, the direction of reform is encouraging
and long overdue, but the rally is more than mere political
rhetoric, rooted in the strength of strategically resilient
sectors and companies.

Value-Up 2.0

2024 opened with the launch of the Value-Up program, but then
descended into chaos as former President Yoon Suk Yeol's failed attempt
to declare martial law ultimately led to his impeachment. The MSCI Korea
Index finished the year down 24%, battered by political risk and doubts
over reform continuity.

With a 57% National Assembly majority, President Lee's Democratic Party
moved quickly to restore confidence by continuing select policies and
passing a long-delayed amendment to the Commercial Code amendment,
which expanded independent directors’ fiduciary duty from “Company” to
“Company and Shareholders." The minority investors now have the right to
challenge board decisions that undermine shareholder value.

TKOSPI is the Korea Composite Stock Price Index and represents all common stocks traded
on the Stock Market Division of the Korea Exchange.
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The harder task remains aligning the
interests of chaebols? with those

of minority shareholders, as we
noted in our report from April 2024
titled “The Value-Up Recipe for
Re-Rating Korea." Such a move will
require deeper reforms, including tax
restructuring and the cancellation of
treasury shares.

Tax Reform: The
Stubborn Hurdle

With South Korea's inheritance tax
rates as high as 60%, controlling
families have every reason to minimize
tax burdens by suppressing valuations
during generational transfers. Simply
raising dividend payout is no easy fix
either as dividends are taxed at 45%.
This dynamic entrenches the “Korea
discount,” creating a structural bias
toward undervaluation.

The administration has introduced a
series of measures, such as proposing
to lower taxes on dividends from
companies with payout ratios above
35%. While the government reduced
the capital gains threshold for

“major shareholders,” the politically
sensitive inheritance tax reform was
left untouched.

This highlights the government's
central dilemma: how to improve
returns for pensioners and retail
investors without being seen as
rewarding chaebols. Korea's tax policy
remains notoriously difficult to predict,
like reading tea leaves in a storm. But
without deeper reform, Value-Up will
not reach its full potential.

What Actually Drove the Rally

Governance reform helped restore
confidence, but Korea's market
performance this year has been
driven chiefly by Al and security-
linked industries (Display 1). Korea's
two semiconductor giants, Samsung
Electronics and SK Hynix, hold

over 80% of global market share in
high-bandwidth memory (HBM), a
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Technology and Industrials Are Big Drivers of Korea's Story
MSCI Korea: YTD total return contribution by sector (%)

Technology
Industrials
Financials
Discretionary
Communications
Staples
Materials
Utilities

Energy

Health Care

30%

Toral | .

Source: Bloomberg, MSCI. As of 9/30/2025

key component in servers powering
the global Al boom. Together, the
companies contributed approximately
40% of this year's index gains.
Beyond semiconductors, industrials
tied to defense, nuclear energy and
infrastructure also benefited from
geopolitical conflicts and energy-
security themes. Tech and industrial
sectors combined accounted for
nearly 70% of the MSCl Korea Index
total return. By contrast, Value-

Up baskets, such as financials and
others, contributed around 30% to
the overall return. The current rally
reflects strong thematic tailwinds, not
purely reform-driven revaluations.

Tariffs and

Geopolitical Openings

Korea's trade geography is evolving
amid global realignment. Exports
account for nearly 44% of Korea's
GDP, leaving the economy deeply
exposed to the shifting tides of U.S.-
China relations, its two largest trading
partners. The trade balance has
already undergone a structural pivot:
exports to China have declined from
26% to 18% of total exports, while
U.S.-bound exports have risen from
14% to 18% in the past five years.

This transition is reshaping the
country's industrial opportunity

set. As the U.S.-China tariff war

and a wave of geopolitical conflicts
reshape global supply chains, Korea
is emerging as one of the few
economies positioned to benefit
from this supply chain diversification.
Korea's core strengths, high-end
technology, advanced manufacturing
and reliability as a strategic partner,
have made it a natural substitute for
Chinese products in areas where trust
and capability both matter. Although
Chinese companies are intensifying
price competition, Korea Inc. retains
clear advantages in two broad areas:
advanced technologies with high
barriers to entry, and industries tied
to national security.

The high-end tech sector exemplifies
the first category. With technology
powerhouses like Samsung and

SK Hynix, Korea occupies a pivotal
position in the Al hardware value
chain, supplying components that
underpin the global Al infrastructure.
This technological depth extends
beyond memory chips to other areas
anchored in intellectual property and
engineering expertise.

2 A chaebol is a large industrial South Korean conglomerate run and controlled by an individual or family.
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The second area, national security

and strategic industries, now extends
beyond traditional defense. It
increasingly encompasses information
security, data infrastructure and
connected technologies, sectors

once viewed as purely commercial.
Policymakers are growing more
cautious about technologies capable
of collecting or transmitting sensitive
information, such as connected
vehicles, navigation systems and digital
platforms. The concern is that data
generated through these networks
could be accessed or leveraged by
foreign entities, turning commercial
technology into a potential channel
for surveillance or influence. Industries
that manage or interact with large-scale
data flows can now be considered as
part of the national security framework
aCross major economies.

Against this backdrop, Korea faces

a delicate balancing act. China
remains its largest trading partner,
closely followed by the U.S., making
neutrality both an economic necessity
and strategic challenge. The ability

to balance these relationships will be
critical to sustaining export growth
and long-term competitiveness.

Korea's Moment of Reset

It's tempting to credit the Value-Up
initiative and the new administration

DISPLAY 2

Korean Stocks Remain Strong Despite a Falling Presidential Approval Rating
KOSPI performance (LHS; in Korean Won) versus President Lee Jae-Myung's approval rating (RHS)
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for the market rally. The KOSPI 5000
vision captures reform optimism, but
the substance of the rally also lies in
technology leadership, supply chain
realignment and policy sustainability,
with governance reforms acting as
the catalyst for rerating. The near-
term challenge is execution, ensuring
reform follow-through, providing

tax clarity and maintaining industrial
competitiveness.

Korea is still only in the second inning
of its Value-Up journey. President
Lee has a mandate for reforms, but
his approval ratings have slipped,

== President Lee approval rating (RHS)

ultimately hurt by policy ambiguity
around tax reform (Display 2).

For investors, the lesson is not

to chase the rally blindly, but to
approach Korea with patience,
discipline and a bottom-up focus.
The Commercial Code changes help,
but more reforms involving taxes
and encouraging corporate growth
are needed. We believe Korea's
positioning in high-tech and security-
linked industries offers pockets of
durable growth that extend beyond
short-term swings.

Risk Considerations

There is no assurance that a portfolio will achieve its investment objective. Portfolios are subject to market risk, which is the
possibility that the market values of securities owned by a portfolio will decline and that the value of portfolio shares may therefore
be less than what you paid for them. Market values can change daily due to economic and other events (e.g. natural disasters, health
crises, terrorism, conflicts and social unrest) that affect markets, countries, companies or governments. It is difficult to predict

the timing, duration, and potential adverse effects (e.g. portfolio liquidity) of events. Accordingly, you can lose money investing

in a portfolio. Please be aware that a portfolio may be subject to certain additional risks. In general, equities securities’ values

also fluctuate in response to activities specific to a company. Investments in foreign markets entail special risks such as currency,
political, economic, market and liquidity risks. The risks of investing in emerging market countries are greater than the risks
generally associated with investments in foreign developed countries.
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INDEX DEFINITIONS

The MSCI Korea Index is designed to measure the performance of the
large and mid cap segments of the South Korean market. With 107
constituents, the index covers about 85% of the Korean equity universe.

IMPORTANT DISCLOSURES
Charts and graphs provided herein are for illustrative purposes only.
Past performance is no guarantee of future results.

There is no guarantee that any investment strategy will work under
all market conditions, and each investor should evaluate their ability
to invest for the long-term, especially during periods of downturn in
the market.

A separately managed account may not be appropriate for all
investors. Separate accounts managed according to the particular
Strategy may include securities that may not necessarily track the
performance of a particular index. Please consider the investment
objectives, risks and fees of the Strategy carefully before investing. A
minimum asset level is required.

For important information about the investment managers, please
refer to Form ADV Part 2.

The views and opinions and/or analysis expressed are those of the
author or the investment team as of the date of preparation of this
material and are subject to change at any time without notice due
to market or economic conditions and may not necessarily come

to pass. Furthermore, the views will not be updated or otherwise
revised to reflect information that subsequently becomes available
or circumstances existing, or changes occurring, after the date of
publication. The views expressed do not reflect the opinions of all
investment personnel at Morgan Stanley Investment Management
(MSIM) and its subsidiaries and affiliates (collectively “the Firm"),
and may not be reflected in all the strategies and products that the
Firm offers.

Forecasts and/or estimates provided herein are subject to change and may
not actually come to pass. Information regarding expected market returns
and market outlooks is based on the research, analysis and opinions of
the authors or the investment team. These conclusions are speculative in
nature, may not come to pass and are not intended to predict the future
performance of any specific strategy or product the Firm offers. Future
results may differ significantly depending on factors such as changes in
securities or financial markets or general economic conditions.

This material has been prepared on the basis of publicly available
information, internally developed data and other third-party sources
believed to be reliable. However, no assurances are provided regarding
the reliability of such information and the Firm has not sought

to independently verify information taken from public and third-

party sources.

This material is a general communication, which is not impartial and
all information provided has been prepared solely for informational
and educational purposes and does not constitute an offer or a
recommendation to buy or sell any particular security or to adopt
any specific investment strategy. The information herein has not been
based on a consideration of any individual investor circumstances and
is not investment advice, nor should it be construed in any way as tax,
accounting, legal or regulatory advice. To that end, investors should
seek independent legal and financial advice, including advice as to tax
consequences, before making any investment decision.

The indexes are unmanaged and do not include any expenses, fees or
sales charges. It is not possible to invest directly in an index. Any index
referred to herein is the intellectual property (including registered
trademarks) of the applicable licensor. Any product based on an index
is in no way sponsored, endorsed, sold or promoted by the applicable
licensor and it shall not have any liability with respect thereto.

This material is not a product of Morgan Stanley's Research Department
and should not be regarded as a research material or a recommendation.

The Firm has not authorised financial intermediaries to use and to
distribute this material, unless such use and distribution is made in
accordance with applicable law and regulation. Additionally, financial
intermediaries are required to satisfy themselves that the information
in this material is appropriate for any person to whom they provide this
material in view of that person’s circumstances and purpose. The Firm
shall not be liable for, and accepts no liability for, the use or misuse of
this material by any such financial intermediary.

This material may be translated into other languages. Where such a
translation is made this English version remains definitive. If there are
any discrepancies between the English version and any version of this
material in another language, the English version shall prevail.

The whole or any part of this material may not be directly or indirectly
reproduced, copied, modified, used to create a derivative work,

performed, displayed, published, posted, licensed, framed, distributed
or transmitted or any of its contents disclosed to third parties without
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the Firm's express written consent. This material may not be linked
to unless such hyperlink is for personal and non-commercial use. All
information contained herein is proprietary and is protected under
copyright and other applicable law.

Eaton Vance is part of Morgan Stanley Investment Management.
Morgan Stanley Investment Management is the asset management
division of Morgan Stanley.

DISTRIBUTION

This material is only intended for and will only be distributed
to persons resident in jurisdictions where such distribution or
availability would not be contrary to local laws or regulations.

MSIM, the asset management division of Morgan Stanley (NYSE:
MS), and its affiliates have arrangements in place to market each
other’s products and services. Each MSIM affiliate is regulated as
appropriate in the jurisdiction it operates. MSIM's affiliates are:
Eaton Vance Management (International) Limited, Eaton Vance
Advisers International Ltd, Calvert Research and Management, Eaton
Vance Management, Parametric Portfolio Associates LLC and Atlanta
Capital Management LLC.

This material has been issued by any one or more of the
following entities:

EMEA:
This material is for Professional Clients/Accredited Investors only.

In the EU, MSIM and Eaton Vance materials are issued by MSIM Fund
Management (Ireland) Limited (“FMIL"). FMIL is regulated by the Central
Bank of Ireland and is incorporated in Ireland as a private company
limited by shares with company registration number 616661 and has its
registered address at 24-26 City Quay, Dublin 2, DO2 NY19, Ireland.

Outside the EU, MSIM materials are issued by Morgan Stanley
Investment Management Limited (MSIM Ltd) is authorised and
regulated by the Financial Conduct Authority. Registered in England.
Registered No. 1981121. Registered Office: 25 Cabot Square, Canary
Wharf, London E14 4QA.

In Switzerland, MSIM materials are issued by Morgan Stanley & Co.
International plc, London (Zurich Branch) Authorised and regulated by
the Eidgendssische Finanzmarktaufsicht (‘FINMA”). Registered Office:
Beethovenstrasse 33, 8002 Zurich, Switzerland.

Outside the US and EU, Eaton Vance materials are issued by Eaton
Vance Management (International) Limited (“EVMI") 125 Old Broad
Street, London, EC2N 1AR, UK, which is authorised and regulated in the
United Kingdom by the Financial Conduct Authority.

Italy: MSIM FMIL (Milan Branch), (Sede Secondaria di Milano) Palazzo
Serbelloni Corso Venezia, 16 20121 Milano, Italy. The Netherlands:
MSIM FMIL (Amsterdam Branch), Rembrandt Tower, 11th Floor
Amstelplein 11096HA, Netherlands. France: MSIM FMIL (Paris Branch),
61rue de Monceau 75008 Paris, France. Spain: MSIM FMIL (Madrid
Branch), Calle Serrano 55, 28006, Madrid, Spain. Germany: MSIM
FMIL, Frankfurt Branch, Grosse Gallusstrasse 18, 60312 Frankfurt am
Main, Germany (Gattung: Zweigniederlassung (FDI) gem. § 53b KWG).
Denmark: MSIM FMIL (Copenhagen Branch), Gorrissen Federspiel, Axel
Towers, Axeltorv2, 1609 Copenhagen V, Denmark.

MIDDLE EAST:

Dubai: MSIM Ltd (Representative Office, Unit Precinct 3-7th Floor-
Unit 701 and 702, Level 7, Gate Precinct Building 3, Dubai International
Financial Centre, Dubai, 506501, United Arab Emirates. Telephone: +97
(0)14 709 7158).

This document is distributed in the Dubai International Financial Centre
by Morgan Stanley Investment Management Limited (Representative
Office), an entity regulated by the Dubai Financial Services Authority
(DFSA). It is intended for use by professional clients and market
counterparties only. This document is not intended for distribution to
retail clients, and retail clients should not act upon the information
contained in this document.

This document relates to a financial product which is not subject to
any form of regulation or approval by the DFSA. The DFSA has no
responsibility for reviewing or verifying any documents in connection
with this financial product. Accordingly, the DFSA has not approved
this document or any other associated documents nor taken any
steps to verify the information set out in this document, and has no
responsibility for it. The financial product to which this document
relates may be illiquid and/or subject to restrictions on its resale or
transfer. Prospective purchasers should conduct their own due diligence
on the financial product. If you do not understand the contents of this
document, you should consult an authorised financial adviser.

U.S.: NOT FDIC INSURED. OFFER NO BANK GUARANTEE. MAY
LOSE VALUE. NOT INSURED BY ANY FEDERAL GOVERNMENT
AGENCY. NOT A DEPOSIT.
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LATIN AMERICA (BRAZIL, CHILE COLOMBIA, MEXICO, PERU,

AND URUGUAY)

This material is for use with an institutional investor or a qualified investor
only. All information contained herein is confidential and is for the exclusive
use and review of the intended addressee, and may not be passed on to any
third party. This material is provided for informational purposes only and
does not constitute a public offering, solicitation or recommendation to
buy or sell for any product, service, security and/or strategy. A decision to
invest should only be made after reading the strategy documentation and
conducting in-depth and independent due diligence.

ASIA PACIFIC

Hong Kong: This material is disseminated by Morgan Stanley Asia
Limited for use in Hong Kong and shall only be made available to
‘professional investors” as defined under the Securities and Futures
Ordinance of Hong Kong (Cap 571). The contents of this material have
not been reviewed nor approved by any regulatory authority including
the Securities and Futures Commission in Hong Kong. Accordingly,

save where an exemption is available under the relevant law, this
material shall not be issued, circulated, distributed, directed at, or
made available to, the public in Hong Kong. Singapore: This material

is disseminated by Morgan Stanley Investment Management Company
and should not be considered to be the subject of an invitation for
subscription or purchase, whether directly or indirectly, to the public or
any member of the public in Singapore other than (i) to an institutional
investor under section 304 of the Securities and Futures Act, Chapter
289 of Singapore (“SFA"); (i) to a “relevant person” (which includes

an accredited investor) pursuant to section 305 of the SFA, and such
distribution is in accordance with the conditions specified in section 305
of the SFA,; or (iii) otherwise pursuant to, and in accordance with the
conditions of, any other applicable provision of the SFA. This publication
has not been reviewed by the Monetary Authority of Singapore.
Australia: This material is provided by Morgan Stanley Investment
Management (Australia) Pty Ltd ABN 22122040037, AFSL No.

314182 and its affiliates and does not constitute an offer of interests.
Morgan Stanley Investment Management (Australia) Pty Limited
arranges for MSIM affiliates to provide financial services to Australian
wholesale clients. Interests will only be offered in circumstances under
which no disclosure is required under the Corporations Act 2001 (Cth)

morganstanley.com/im

(the “Corporations Act”). Any offer of interests will not purport to be
an offer of interests in circumstances under which disclosure is required
under the Corporations Act and will only be made to persons who
qualify as a “wholesale client” (as defined in the Corporations Act).
This material will not be lodged with the Australian Securities and
Investments Commission.

Japan: For professional investors, this material is circulated or
distributed for informational purposes only. For those who are

not professional investors, this material is provided in relation to
Morgan Stanley Investment Management (Japan) Co., Ltd. ("MSIMJ")'s
business with respect to discretionary investment management
agreements ("IMA") and investment advisory agreements (“lAA"). This is
not for the purpose of a recommendation or solicitation of transactions
or offers any particular financial instruments. Under an IMA, with
respect to management of assets of a client, the client prescribes basic
management policies in advance and commissions MSIM]J to make all
investment decisions based on an analysis of the value, etc. of the
securities, and MSIM]J accepts such commission. The client shall delegate
to MSIM] the authorities necessary for making investment. MSIM)
exercises the delegated authorities based on investment decisions

of MSIMJ, and the client shall not make individual instructions. ALl
investment profits and losses belong to the clients; principal is not
guaranteed. Please consider the investment objectives and nature of
risks before investing. As an investment advisory fee for an IAA or

an IMA, the amount of assets subject to the contract multiplied by a
certain rate (the upper limit is 2.20% per annum (including tax)) shall
be incurred in proportion to the contract period. For some strategies, a
contingency fee may be incurred in addition to the fee mentioned above.
Indirect charges also may be incurred, such as brokerage commissions
for incorporated securities. Since these charges and expenses are
different depending on a contract and other factors, MSIMJ cannot
present the rates, upper limits, etc. in advance. All clients should

read the Documents Provided Prior to the Conclusion of a Contract
carefully before executing an agreement. This material is disseminated
in Japan by MSIMJ, Registered No. 410 (Director of Kanto Local Finance
Bureau (Financial Instruments Firms)), Membership: the Japan Securities
Dealers Association, The Investment Trusts Association, Japan, the Japan
Investment Advisers Association and the Type Il Financial Instruments
Firms Association.
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