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Caution!Caution!

The following presentation isThe following presentation is
not intended to providenot intended to provide
individual investment advice.individual investment advice.
Each individuals situation isEach individuals situation is
unique and investmentunique and investment
decisions should only bedecisions should only be
taken after carefultaken after careful
consideration of the risksconsideration of the risks
involved!involved!
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Major Challenge to 21st Investing:  Understanding

the Transformations in Global Business
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Understanding the Challenge
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WorldWorld’’s Financial Assetss Financial Assets

$140 trillion*$140 trillion*

(and growing)!(and growing)!

(including bank deposits, government debt securities(including bank deposits, government debt securities
and corporate-debt securities, and equity securities)and corporate-debt securities, and equity securities)

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

Shift away from banks andShift away from banks and

toward market institutions astoward market institutions as

the primary financialthe primary financial

intermediaries.intermediaries.

1980 banks represented 451980 banks represented 45

percent of financial assets, bypercent of financial assets, by

2003 they represented only2003 they represented only

30 percent.30 percent.
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World MarketsWorld Markets

US:US: $50 trillion $50 trillion –– dominated  dominated 

by private debt and by private debt and equity.equity.

Europe:Europe: $30 trillion Banks play a $30 trillion Banks play a 

larger role in finance.larger role in finance.

Asia:  Asia:  (Japan - $19.5 trillion) Financial(Japan - $19.5 trillion) Financial

markets are relatively isolatedmarkets are relatively isolated

from one another and differ from one another and differ 

within the region.within the region.
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Financial Market TrendsFinancial Market Trends

Corporate debt is expanding in bothCorporate debt is expanding in both

the United States and Europe.the United States and Europe.

Japan growth comes from a hugeJapan growth comes from a huge

expansion of public debt.expansion of public debt.

China and Eastern Europe all assetChina and Eastern Europe all asset

classes are growing quickly.classes are growing quickly.
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McKinsey QuarterlyMcKinsey Quarterly

In 2005 Foreigners heldIn 2005 Foreigners held
•• 12% of US equities12% of US equities

(4% in 1975)(4% in 1975)

•• 25% of US corporate bonds25% of US corporate bonds
(1% in 1975)(1% in 1975)

•• 44% of Treasury securities44% of Treasury securities
(20% in 1975)(20% in 1975)

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

Growth was widespread amongGrowth was widespread among

emerging markets. China gained theemerging markets. China gained the

most, with an increase of $800 billion.most, with an increase of $800 billion.

Eastern Europe gained $700 billion, asEastern Europe gained $700 billion, as

did emerging Asia (excluding Chinadid emerging Asia (excluding China

and India). Latin America gainedand India). Latin America gained

$500 billion, India $300 billion. The$500 billion, India $300 billion. The

remaining $100 billion was spreadremaining $100 billion was spread

across Africa and the Asia-Pacificacross Africa and the Asia-Pacific

region.region.
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Trinidad & TobagoTrinidad & Tobago

Market CapitalizationMarket Capitalization

19961996 $  1.405 billion$  1.405 billion

20052005 $16.972 billion$16.972 billion

37 listed firms37 listed firms

3939thth of 110 in terms of of 110 in terms of

average company size.average company size.
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Emerging MarketsEmerging Markets

Over the past decade, 44 percentOver the past decade, 44 percent

of the growth in the financialof the growth in the financial

stock of emerging markets hasstock of emerging markets has

been in bank deposits, 32been in bank deposits, 32

percent in equities, and 24percent in equities, and 24

percent in government andpercent in government and

private debt.private debt.
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Emerging MarketsEmerging Markets

Emerging markets nowEmerging markets now

account for 14 percentaccount for 14 percent

of global financialof global financial

assets, up from just 7assets, up from just 7

percent a decade ago.percent a decade ago.
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Global Market IntegrationGlobal Market Integration

Roughly one in four debt securitiesRoughly one in four debt securities

and one in five equities is now ownedand one in five equities is now owned

by investors outside the local issuingby investors outside the local issuing

markets (for instance, a US investormarkets (for instance, a US investor

buying Thai equities or a Germanbuying Thai equities or a German

investor buying US bonds). Nationalinvestor buying US bonds). National

financial markets are increasinglyfinancial markets are increasingly

integrating into a single globalintegrating into a single global

market for capital.market for capital.
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Financial StockFinancial Stock

In 1980 the global financial stockIn 1980 the global financial stock

roughly equaled world GDP. By 1993roughly equaled world GDP. By 1993

it was twice as big, and by the end ofit was twice as big, and by the end of

2005 (the latest year when2005 (the latest year when

comprehensive data are available) itcomprehensive data are available) it

had risen to 316 percenthad risen to 316 percent——more thanmore than

three times the sizethree times the size——of world GDP.of world GDP.
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Exporting of CapitalExporting of Capital

Since 1999, emerging markets alsoSince 1999, emerging markets also

have been net exporters of capital ashave been net exporters of capital as

their central banks aggressively buildtheir central banks aggressively build

foreign-exchange reserve assets inforeign-exchange reserve assets in

rich countries.rich countries.
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Educational GainsEducational Gains

19901990 2005*2005*

Ghana  Ghana  Adult LitAdult Lit 58.558.5 59.359.3

Ethiopia  Ethiopia  PrimaryPrimary 31.831.8 93.493.4

Thailand  Thailand  SecondarySecondary 30.830.8 71.871.8

ChileChile TertiaryTertiary 21.321.3 47.847.8

Kuwait  Kuwait  PrimaryPrimary 60.260.2 97.997.9

SecondarySecondary 42.942.9 94.994.9

TertiaryTertiary 12.112.1 19.519.5

*World Bank (Ed Stats)*World Bank (Ed Stats)
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Developing Nations Now ConstituteDeveloping Nations Now Constitute

40% of the World40% of the World’’s 50 largest s 50 largest 
EconomiesEconomies

50% of the 50 Fastest Growing 50% of the 50 Fastest Growing 
EconomiesEconomies

70% of the 20 Fast Growing in 70% of the 20 Fast Growing in 
Industrial OutputIndustrial Output

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

20% of the 50 Largest R&D Investors20% of the 50 Largest R&D Investors
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A Global ViewA Global View
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Understanding the MAZE!Understanding the MAZE!
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Country Risk FactorsCountry Risk Factors

Political RiskPolitical Risk

Economic PerformanceEconomic Performance

Debt IndicatorsDebt Indicators

Debt in Default or RescheduledDebt in Default or Rescheduled

Credit RatingsCredit Ratings

Access to Bank FinanceAccess to Bank Finance

Access to short-term FinanceAccess to short-term Finance

Access to Capital MarketsAccess to Capital Markets

ForfaitingForfaiting
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International DiversificationInternational Diversification

The goal of internationalThe goal of international

diversification is to benefit from thediversification is to benefit from the

less-than-perfect correlation amongless-than-perfect correlation among

various stock markets by forming avarious stock markets by forming a

portfolio among various stockportfolio among various stock

markets by forming a portfolio thatmarkets by forming a portfolio that

has lower risk than an otherwisehas lower risk than an otherwise

well-diversified portfolio of domesticwell-diversified portfolio of domestic

stocks.stocks.
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Foreign Stock FundsForeign Stock Funds

Note:Note:  The average diversified  The average diversified

international fund holds more thaninternational fund holds more than

10% of its assets in emerging10% of its assets in emerging

markets names at the end of 2001, amarkets names at the end of 2001, a

bit less in 2002, and a bit more overbit less in 2002, and a bit more over

the next four years.the next four years.
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2006 Emerging Market Winners2006 Emerging Market Winners

ZimbabweZimbabwe 921.9%*921.9%*

ChinaChina   97.6  97.6

PeruPeru   97.4  97.4

VenezuelaVenezuela   95.5  95.5

MoroccoMorocco   80.8  80.8

IndonesiaIndonesia   73.5  73.5

RussiaRussia           62.6  62.6

ArgentinaArgentina   59.9   59.9 

PhilippinesPhilippines   53.9  53.9

Sri LankaSri Lanka   48.6  48.6

*Fixed Foreign Exchange rate creates an artificial*Fixed Foreign Exchange rate creates an artificial
returnreturn
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2007 Emerging Markets Winners*2007 Emerging Markets Winners*

Cote dCote d’’IvoireIvoire 104.95%     75104.95%     75

SloveniaSlovenia  94.53%      26 94.53%      26

BangladeshBangladesh  90.97%      128 90.97%      128

PeruPeru  89.80% 89.80%  75 75

UkraineUkraine  85.40%      81 85.40%      81

NigeriaNigeria  73.30%      118 73.30%      118

TurkeyTurkey  68.00%      70 68.00%      70

BrazilBrazil  68.00%      66 68.00%      66

ChinaChina  66.60%      55 66.60%      55

BotswanaBotswana  62.72%      52 62.72%      52

*as of 10/1/2007*as of 10/1/2007
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2007 Losers2007 Losers

ZimbabweZimbabwe -90.20%-90.20% 177177

Sri LankaSri Lanka -12.70-12.70 8888

JamaicaJamaica -10.19-10.19 8989

Trinidad & TobagoTrinidad & Tobago -  3.20-  3.20 5353

Saudi ArabiaSaudi Arabia -  1.60-  1.60 3838

JordanJordan + 1.90+ 1.90 7474

EstoniaEstonia + 3.42+ 3.42 4545

RussiaRussia + 4.00+ 4.00 6666

KenyaKenya + 4.06+ 4.06 109109

EcuadorEcuador + 5.93 + 5.93 145145
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2008 Regions*2008 Regions*

Latin AmericaLatin America - 6.6%- 6.6%

AsiaAsia -13.7%-13.7%

EMEAEMEA -10.6%-10.6%

EuropeEurope -16.2%-16.2%

E.EuropeE.Europe -15.5%-15.5%

ME & AfricaME & Africa - 6.5%- 6.5%

**S&P/IFCG Indices S&P/IFCG Indices –– Total Return through Total Return through

JanuaryJanuary
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Comparatives*Comparatives*

BetaBeta Std DevStd Dev

U.S.U.S. 1.001.00  8.40 8.40

CanadaCanada 0.920.92 13.0213.02

EuropeEurope 1.141.14 11.8511.85

EmergingEmerging 1.071.07 17.8717.87

Latin AmericaLatin America 0.970.97 21.5121.51
*As of 8/31/2007*As of 8/31/2007
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Diversification - CorrelationsDiversification - Correlations

Transitions over Time:  S&P 500Transitions over Time:  S&P 500

EgyptEgypt       South AfricaSouth Africa ZimbabweZimbabwe

1992-19971992-1997 0.000.00 0.130.13 +0.07+0.07

1998-20031998-2003 0.260.26 0.450.45 -0.07-0.07

2001-20062001-2006 0.090.09 0.350.35 -0.12-0.12

Trinidad & TobagoTrinidad & Tobago S&P 500 0.18S&P 500 0.18 (2000-(2000-
20052005))

1998-20031998-2003 ME & AfricaME & Africa 0.520.52

2001-20062001-2006 UKUK 0.800.80
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Case Example:  VietnamCase Example:  Vietnam

Opened 2000Opened 2000

End of 2006:  50 listed firmsEnd of 2006:  50 listed firms

Market Capitalization:Market Capitalization:

$13.5 Billion$13.5 Billion

Over the Counter:  2,400 companiesOver the Counter:  2,400 companies
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Country Risk AnalysisCountry Risk Analysis

Even though sectors may be moreEven though sectors may be more

important than they were 10 yearsimportant than they were 10 years

ago, countries have not evaporatedago, countries have not evaporated

as a significant explanatory elementas a significant explanatory element

of multi-country portfolio returns forof multi-country portfolio returns for

emerging markets.  (In developedemerging markets.  (In developed

markets sectors are the dominantmarkets sectors are the dominant

factor.)factor.)
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Country vs. Sector AnalysisCountry vs. Sector Analysis

Current research indicatesCurrent research indicates
that country analysisthat country analysis
dominates sector analysisdominates sector analysis
in selecting investmentin selecting investment
options in emergingoptions in emerging
markets. markets. –– Although it is in Although it is in
a steady decline.a steady decline.
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Sector Effects in Developed vs.Sector Effects in Developed vs.

Emerging MarketsEmerging Markets

Financial Analysts JournalFinancial Analysts Journal

Nov/Dec 2006 p. 40Nov/Dec 2006 p. 40

Chen, Bennett and ZhengChen, Bennett and Zheng

““Equity managers should emphasizeEquity managers should emphasize
sector-based approaches whensector-based approaches when
investing in the developed countriesinvesting in the developed countries
but should continue country-basedbut should continue country-based
allocation strategies in emergingallocation strategies in emerging
markets.markets.””
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International Accounting StandardsInternational Accounting Standards

Accepting a valuationAccepting a valuation

orientation to investmentorientation to investment

selection as investors searchselection as investors search

for emerging marketfor emerging market

opportunities the opportunities the ““qualityquality”” of of

accounting information isaccounting information is

critical.critical.
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FOREX IssuesFOREX Issues

Research finds that whenResearch finds that when

selecting emerging market fundsselecting emerging market funds

it is important to select fundsit is important to select funds

that do not hedge their foreignthat do not hedge their foreign

exchange risk.  Many emergingexchange risk.  Many emerging

markets do not have derivativemarkets do not have derivative

markets for effective hedging.markets for effective hedging.
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Global DiversificationGlobal Diversification

If investors are concernedIf investors are concerned
about the classic definition ofabout the classic definition of
risk-the volatility of arisk-the volatility of a
portfolio portfolio –– they can reduce they can reduce
risk by holding more bonds,risk by holding more bonds,
not by changing thenot by changing the
composition of their equitycomposition of their equity
allocations.allocations.
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Emerging MarketsEmerging Markets

TransparencyTransparency

Legal and RegulatoryLegal and Regulatory

FrameworkFramework

LiquidityLiquidity

TransparencyTransparency

…………..Increasingly Integrated!..Increasingly Integrated!
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Questions?Questions?
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ConclusionConclusion……....
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Whatever their ObjectiveWhatever their Objective……..
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Investment Strategic Review


