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Caution!

The following presentation Is
not Intended to provide
Individual imvestmenit advice.
Each individuals situation Is

unique and Investment
decisions should only be
taken after careful
consideration of the risks
INVvolved!




Major Challenge to 215t Investing: Understanding
the Transformations in Global Business
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World’'s Financial Assets

$140 trillion>

(and growing)!

(Including bank deposits, governmenit debt securities
and corporate-debt securities, and equity securities)

(**118 Trillion Year end 2003.... Versus $53 trillion in
1993, and $12 trillion in 1980)
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Financial Assets

Shift away from banks and
toward market institutions as
the primary financial

Intermediaries.

1980 banks represented 45
percent of financial assets, by
2003 they represented only
30 percent:-




World Markets

$50 trillion — dominated
by private debt and equity.

$30 trillion Banks play a
larger role in finance.

(Japan - $19.5 trillion) Financial
markets are relatively isolated
from one another and differ
within the region.




Financial Market Trrends

s Corporate debt Is expanding In both
the United States and Europe.

= Japan growth comes from a huge
expansion of public debt.

= China and Eastern Europe alll asset
classes are growing quickly.




McKinsey: Quartery

s In 2005 EForeigners held
= 12%0 off US equities
= (4% in 1975)
= 25% ofi US corporate bonds
= (1% in 1975)
e 44946 of Treasury securities
= (20% in 1975)

Cross Border capital flows have tripled since
1995 to upward of $4 trillion annually.
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Emerging Markets

Growth was widespread among
emerging markets. China gained the
most, with an increase of $800 billion.
Eastern Europe gained $700 billion, as
did emerging Asia (excluding China
and India). Latin America gained
$500 billion, IIndia $300 billien. The
remaining $100 billion was spread
across Africa and the Asia-Pacific
region.




Trnidad & Tehago

Market Capitalization

1996 $ 1.405 billion
2005 $16.972 billion
37 listed firms

39t oft 110 in terms of
average company. size.




Emerging Markets

Over the past decade, 44 percent
of the growth In the financial
stock of emerging markets has
pbeen In bank deposits, 32
percent In equities, and 24
percent In government and
private debt.




Emerging Markets

Emerging markets now
account for 14 percent
of global financial

assets, up from just 7
percent a decade ago.




Glehal Market Integration

Roughly one In four debt securities
and one in five equities Is now ewned
Py INnvestors outside the local Issuing
markets (for instance, a US investor
pbuying Thal eguities or a German
Investor buying US bonds). National
financial markets are increasingly
Integrating into a single global
market for capital.
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Financiall Stock

In 1980 the glebal financial stock
roughly equaled world GDP. By 1993
It was twice as big, and by the end of
2005 (the latest year when
comprehensive data are available) It
had risen to 316 percent—more than
three times the size—ofi world GDP.




EXxporting of Capital

Since 1999, emerging markets also
have been net exporters of capital as
their central banks aggressively build

foreign-exchange reserve assets In
Fich countries.




Educational Gains

1990
Ghana Adult LIt 58.5

Ethiopla Primary 31.8
Thailland Secondary 30.8
Chile Tertiary 21.3
Kuwait  Primary 60.2
Secondary 42.9
Tertiary 12.1
*World Bank (Ed Stats)
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Developing Natiens Now Constitute

409%0 of the World’s S0 largest
Economies

50% of the 50 Fastest Growing
Econoemies

70%0 of the 20 Fast Growing In
Industrial Output

5.5% Annual Growth in Higher
Education Grads vs. 1%

20% of the 50 LLargest R&D Investors
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A Global View
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Understanding the MAZE!




Country Risk Factors

Political Risk

Economic Perfermance

Debt Indicators

Debt in Default or Rescheduled
Credit Ratings

Access to Bank Finance

Access to short-term Finance
Access to Capital Markets
Forfaiting



International Diversification

The goal of international
diversification Is to benefit from the
less-than-perfect correlation among
various stock markets by forming a
portfelioe among various stock
markets by forming a portfelio that
has lewer risk than an oetherwise

well-diversified portfolio of domestic
stocks.




Foreign Stock Funds

Note: The average diversified
International fund helds more than
109 of Its assets In emerging
markets names at the end of 2001, a
pbit less in 2002, and a bIt more over
the next four years.




2006 Emerging Market Winners

Zimbabwe O921.996>
China 97.6
Peru 97.4
VVenezuela 95.5
Moroecco 30.8
Indonesia 73.5
Russia 62.6
Argentina 59.9
Philippines 53.9

=t ST Lanka 48.6

*Eixed Foreign Exchange rate creates an artificial
return

Clark: University of Evansville




2007 Emerging Markets Winners*

Cote d’lvoire
Slevenia
Bangladesh
Peru
Ukraine
Nigeria
Turkey
Brazil

China
Botswana
*as of 10/1/2007
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104.95%
94.53%
90.97%
89.80%
85.40%
73.30%
65.00%
68.00%
66.60%
62.72%

75
26
128
75
81

70
6]6]
5}5
92




2007 Losers

Zimbabwe -90.209%06
Sri Lanka -12.70
Jamaica -10.19
Trinidad & Tobago - 3.20
Saudi Arabla - 1.60
Jordan + 1.90
Estonia + 3.42
Russia + 4.00
Kenya + 4.06
Ecuador + 5.93
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2008 Regions?*

Latin America - 6.6%0
Asia -13.7%0
=\ =7A -10.69%0
Europe -16.2%
E.Europe -15.5%0
s ME & Africa - 6.5%0

*S&P/IFCG Indices — Total Return through
January.
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Comparatives?”

U.S.
Canada
EUrope
Emerging

Latin America
*As of 8/31/2007

Beta
1.00
0.92
1.14
1.07
0.97

Std Dev
8.40
13.02
11.85
17.87
21.51




Diversification - Correlations

= [ransitions over Time: S&P 500

Egypt South Africa Zimbabwe
1992-1997 0.00 0.13 +0.07
1998-2003 0.26 0.45 -0.07
24010)1E5240]0]6 0.09 0.35 -0.12

Trinidad & Tobage S&P 500 0.18 (2000-
240]0}5))

1998-2003 ME & Africa 0.52
200 5220]0]5) UK 0.80




Case Example: Vietham

s Opened 2000
s End of 2006: 50 listed firms
s Market Capitalization:
$13.5 Billion
Over the Counter: 2,400 companies




Country Risk Analysis

Even though sectors may be more
Important than they were 10 years
ago, countries have not evaporated
as a significant explanatory element
off multi-country portfelio returns for
emerging markets. (In developed
markets sectors are the dominant

factor.)




Country vs. Sector Analysis

Current research indicates
that country analysis
dominates sector analysis

N selecting Investment
options In emerging
markets. — Although It IS In
a Steady decline.




Sector Effects in Developedi vs.
Emerging Markets

Financial Analysts Journal
Nov/Dec 2006 p. 40

Chen, Bennett and Zheng

“Equity managers should emphasize
Sector-based approaches when
Investing In the developed countries
but should continue country-based
allocation strategies In emerging
markets.™




International Accounting Standards

Accepting a valuation
orientation to Investment
selection as Investors search
for emerging market
opportunities the “guality™ of
accounting information IS
critical.




FOREX Issues

Research finds that when
selecting emerging market funds
It IS Important to select funds

that do not hedge their foreign
exchange risk. Many emerging
markets do not have derivative
markets for effective hedging.




Global Diversification

IT Investors are concerned
about the classic definition of
risk-the volatility of a

portfelio — they can reduce
risk by holding more bonds,
not by changing the
comyposition of thelr equity
allocations.




Emerging Markets

s Transparency

s Legal and Regulatory.
Eramework

s LIquidity
s [[ransparency.
Increasingly Integrated!




Questions?




Conclusion.....
BUSINESS

Surviving the Shift
Workers Have Had to Adapt as Global Trade.
Technology Transform the Nation's W’ork_foroe
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Whatever thelr Objective....




Investment Strategic Review




