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emerging market investment strategies

Overview CAUTIOUS Long Only Equity BULLISH

‘ ‘ As the developed world slowly emerges from recession it

Long Only Bond

‘ ‘ Emerging bonds have rallied significantly from their lows

will take time for meaningful growth to kick in again.

Therefore the majority of world GDP growth will come from
emerging markets over the next few years. Given this we

are bullish on emerging markets however surprises are

likely to keep volatility prevalent. A looming concern will

become when will stimulus packages be withdrawn? Given

the amount of money governments have thrown at the

crisis, we believe they are more likely to stay involved too

long, rather than withdraw too soon. , ,

CAUTIOUS

however they have still significantly underperformed

emerging market equities on the rebound. However this

has meant that bonds have also recovered all of the losses

they suffered during the crisis which makes bonds rela-

tively expensive. However given the trend going forward is

likely to be interest rate rises this presents further

challenges for returns available from this strategy. Such
uncertainty is why we remain cautious on emerging bond
strategies. , ,

‘ ‘ The MSCI Emerging Market index remains some 35%

Long/Short

‘ ‘ Most Long/Short strategies in emerging markets are

below its highs however we believe that new highs can be
touched going forward, given the growing strength of

emerging markets and the companies within them. Huge
reductions in the cost of credit and improving confidence

should generate a further stimulus in 2010. Emerging

markets are broadly undervalued versus developed

markets. Furthermore emerging markets remain an

underweight in most global portfolios. We think things will
change as confidence grows. , ,

BEARISH

struggling to deliver returns from the short side. This

therefore produces uncertain returns which are likely to

keep investors wary of such strategies in the foreseeable

future. This combined with concerns about the industry,

reduced leverage conditions and fund redemptions are

causing some funds to close and others to modify

structures. Given this uncertainty, until the dust settles on

the challenges for long/short strategies in emerging

markets, we remain bearish. , ,




focus

things to think about now in emerging markets

Emerging Market Growth

‘ ‘ Emerging markets will account for over 75% of world GDP
growth over the next two years. The IMF currently esti-
mates the BRIC economies alone will contribute close to
70% of world GDP growth in 2010, while the USA will only
contribute 5%. Mobile phone and internet connections are
rapidly changing the way and ability many emerging
economies are evolving. Consider emerging countries now
have 3 billion more mobile phone users than developed
countries. Furthermore China now has more people with
internet connections than the entire population of the USA.

Shift Toward Domestic Demand

‘ ‘ Given the recent fall-off in export demand this forced
many emerging markets to provide stimulus to their own
economies We believe this shift will become established
re-focusing many economies on domestic demand driven

growth. Although average incomes may still be low in
these economies, the middle classes are expanding

rapidly, creating a vast new market. Over the next decade,
almost a billion new consumers will evolve, as incomes rise
above the threshold at which people generally begin to
spend on non-essential goods.

BULLISH

BULLISH

G20 Replaces G8

Shifts in economic power tend to be associated with
disruptions in the world economy. This crisis has certainly
allowed emerging markets to gain a further footing in the
world economy. There has been a shift in economic power
as the G20 replaces the G8 as the main global economic

forum - a forum where emerging countries now outnumber

developed countries. The shift to the G20 forum includes
countries that are currently estimated to represent more
than 90% of global GDP.

Economic And Earnings Recovery

‘ ‘ Markets became significantly undervalued in the recent
crisis. But a synchronized global recovery is producing
surprises to the upside in earnings. Low expectations are
being surpassed and positive earnings revisions are likely
to continue going forward. Key business surveys are also
improving. A broad partial recovery has taken place in
emerging markets and we expect earnings to become
more important going forward. Such economic and
earnings recoveries are likely to provide more discriminate
outperformance from specific countries.

BULLISH
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CAUTIOUS
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IMPORTANT INFORMATION: Copyright © 2009. Views, opinions and data

expressed in this document may change. From 1 September 2009 this

document contains performance estimates for our current Emerging

125 World Strategy which from this time will be assumed to equal the return
of the MSCI Emerging Markets Equity Index. Prior to 1 September 2009

performance data is based on actual returns in the Focus Capital

Emerging World Fund calculated by JP Morgan Hedge Fund Services

(Ireland) Limited. For further information on our strategies please refer to

the Fund Information section of our website www.focuscapital.co.uk. The

distribution of this document and the offering of shares in certain

100 jurisdictions may be restricted by law. Persons into whose possession this
document may come are required to inform themselves about, and to

comply with, any relevant restrictions. This document does not constitute

an offer or solicitation to anyone in any jurisdiction in which such an offer

is not authorised or to any person to whom it is unlawful to make such an

offer or solicitation. Persons interested in acquiring shares in a fund

should inform themselves as to (i) the legal requirements in the countries

. 75 of their nationality, residence, ordinary residence or domicile for such
" FOCUS CAPITAL Emel‘glng WOI"ld Strategy acquisitions; (ii) any foreign exchange control requirement which they
might encounter on the acquisition or sale of shares; and (iii) income tax

. CSFB/Tremont EM Hedge Fund Index and other tax consequences which might be relevant to the acquisition,

JP Morgan EMBI Global Diversified Bond Index holding or disposal of shares in a fund. Funds are only available in

. jurisdictions where their promotion and sale are permitted. All
B MSCI EM Free EqUIty Index performance data is expressed in US Dollars and is gross of fees unless

50 otherwise stated. This document is issued in the UK by Focus Capital
Limited, 68 Lombard Street, London EC3V 9LJ, a company registered in

2007 2009 England with company number 4999132. Focus Capital Limited is

February 28 October 31 authorised and regulated in the UK by the Financial Services Authority.




