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President Yoon Focuses on the “Korea Discount”

South Korea's stock market has persistently traded at a discount to its global
peers on a simple valuation basis. Despite the high quality of many of its companies, this
“Korea Discount”, which is primarily due to historical concerns around corporate
governance and capital allocation, presents the beginnings of a compelling and timely
investment opportunity as discussed below.

The Korea Discount now seems to have become a target of President Yoon. His
first public activity for 2024 was to attend the Opening Ceremony of the first trading day
of the Korea Stock Exchange. President Yoon is the first incumbent South Korean
President to make such an appearance, showing his keen interest in reforming the
Korean equity market. While Dalton would love to believe President Yoon is boosting the
Korean market in an effort to help our firm and its clients, his motivation is more likely
driven by the urgent need to offer Korean savers alternative ways to grow wealth amidst
a housing bubble. Nonetheless, this renewed attention could ultimately unlock significant
value for investors.

As background, let us first consider South Korea's historic heavy concentration in
real estate. With up to 75% of household net asset wealth tied to the sector (Chart 1),
soaring real estate prices have resulted in significant price inflation and debt
accumulation among Korean households. This "real estate frenzy," fueled by a long-held
belief in the market's infallibility, now faces increasing headwinds from rising interest
rates, posing potential financial stability risks. Additionally, high property prices are often
cited as a key contributor to the nation's low birth rate.

Chart 7 - Household Investments in Non-Financial vs Financial Assets (Estimated, 2013 - 2076)
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Unlike the booming real estate market, the Korean stock market performance has
been lackluster for more than a decade, understandably leading to limited interest from
domestic savers. Recognizing this, President Yoon appears to understand that to switch
the mindset of Korean investors and cause a structural shift into the equity market, he
needs to address the persistent poor stock market performance and eliminate or reduce
the Korea Discount. In his speech, he was keen to highlight early signs of success in this
initiative, pointing out that the number of individual Korean security account holders has
nearly tripled from five million to fourteen million just over the last few years (Chart 2).

Chart 2 = Number of Koreans investing in Korean Equities (thousands)
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Steps to address the Korea Discount

During the Korea Stock Exchange's Opening Ceremony for 2024, President Yoon
announced his intention to reform tax systems and eliminate the Korea Discount:

o Tax simplification: Scrapping capital gains tax on financial investments and further
reducing stamp duty rates will directly improve after-tax returns for Korean
investors.

o Enhanced shareholder protections: Addressing weak minority shareholder rights, a
known contributor to the Korea Discount, protects them against unfair treatment.

o Reduced inheritance tax burden: Lowering the punitive inheritance tax rate reduces
the incentive for controlling families to keep prices low to minimize the tax burden.
Incentivizing controlling families to maximize company value aligns their interests
with minority shareholders.
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Interestingly, the idea of a Korean “value re-rating” program, which includes “naming
and shaming” poor performing companies, has also been discussed in recent weeks.
This initiative, modeled after similar efforts by the Tokyo Stock Exchange targeting gross
undervaluation, proposes public identification and censure of underperforming
companies. We believe such a program with its combined top-down government
pressure and existing bottom-up activism from local and international activist investors,
could significantly enhance the Korean market's appeal and unlock latent value for
investors.

Implications for the Korean market and for Dalton’s portfolios

President Yoon’'s speech confirmed that he plans to use “Eliminate the Korea
Discount” as one of his main political messages for the upcoming General Election. While
this has exciting potential return implications for the Korean market, it remains to be seen
whether his execution will be effective. However, the fact that the opposition party is also
focused on the stock market (as opposed to the real estate market) shows that the
Korean political establishment views the stock market as a major and necessary area of
improvement in the Korean economy. Moreover, Korea will always closely monitor its
neighbor, Japan, and the more Japan succeeds in its reforms, the more Korea will be
influenced to follow suit.

As an engagement-focused active manager, we view Korea as a prime hunting
ground where shareholder activism can drive major improvements in target companies.
We also work closely with the leading opinion groups such as the Korea Corporate
Governance Forum to make sure our voices and those of our clients are heard. If
pressure for change continues to build in Korea, with increasing support from the Korean
government, we believe there will be exciting times ahead for the Korean market!

James Lim

Senior Investment Analyst
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This document is provided for informational purposes only, and does not constitute a solicitation of any shares in any investment
vehicle managed by Dalton Investments. Such solicitations can only be made to qualified investors by means of the private
placement memorandums, which describe, among other things, the risks of making an investment. Additionally, this presentation
does not constitute investment advice of any kind.

All of the information in this document relating to Dalton Investments or its affiliates (collectively, “Dalton” or the “Firm”) is
communicated solely by Dalton, regulated by the U.S. Securities and Exchange Commission (SEC). SEC registration does not
imply SEC endorsement. No representation or warranty can be given with respect to the accuracy or completeness of the
information, or with respect to the terms of any future offer of transactions conforming to the terms hereof. Certain assumptions may
have been made in the analysis which resulted in any information and returns/results detailed herein. No representation is made
that any results/returns indicated will be achieved or that all assumptions in achieving these returns have been considered or stated.
Additional information is available on request. Opinions and estimates offered constitute our judgment and are subject to change
without notice, as are statements of financial market trends, which are based on market conditions. Unless otherwise indicated,
figures presented are preliminary, unaudited, subject to change and do not constitute Dalton’s standard books and records.

PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE PERFORMANCE. THE VALUE OF THE INVESTMENTS AND THE
INCOME FROM THEM CAN GO DOWN AS WELL AS UP AND AN INVESTOR MAY NOT GET BACK THE AMOUNT INVESTED.
THESE INVESTMENTS ARE DESIGNED FOR INVESTORS WHO UNDERSTAND AND ARE WILLING TO ACCEPT THESE
RISKS. PERFORMANCE MAY BE VOLATILE, AND AN INVESTOR COULD LOSE ALL OR A SUBSTANTIAL PORTION OF ITS
INVESTMENT.

Any estimates, projections or predictions (including in tabular form) given in this communication are intended to be forward-looking
statements. Although Dalton believes that the expectations in such forward-looking statements are reasonable, it can give no
assurance that any forward-looking statements will prove to be correct. Such estimates are subject to actual known and unknown
risks, uncertainties and other factors that could cause actual results to differ materially from those projected. These forward-looking
statements speak only as of the date of this communication. Dalton expressly disclaims any obligation or undertaking to update or
revise any forward-looking statement contained herein to reflect any change in its expectations or any change in circumstances
upon which such statement is based.

Please note that neither the Funds/Composites nor the Investment Manager/Investment Advisor complies with the requirements of
the Alternative Investment Fund Managers Directive (“AIFMD”) of the European Union. No direct or indirect offering or placement of
shares by or on behalf of the Funds/Composites or the Investment Manager may be made to or with investors in member states of
the European Union in breach of either the applicable requirements under the AIFMD or the private placement regime in each
relevant member state.
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