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INTRODUCTION

Succeeding in today’s challenging financial markets requires
thinking outside the box. This is nothing new for our firm, as we
have been looking for growth on a global basis since 2002. My first
trip to China in 2002 opened my eyes to a vibrant and healthy
economy that was growing at four times the rate of growth of the
United States economy. Investing in the emerging markets puts the
“wind at your back” and has the potential to produce much better
than average returns. After returning from a 10-day research trip to
Singapore and Vietnam in early May, I believe that the case for
emerging markets is quite strong; and, after meeting with
enthusiastic entrepreneurs in Southeast Asia, 1 believe the
economic environment in China and Southeast Asia continues to
be very healthy.

THE EMERGING MARKETS

A growing middle class is the primary driver of new growth in the
region. Banking services, education, health care, transportation,
food products, and infrastructure all should experience above-
average growth. We believe most investors are underexposed to
this area of the equity markets. Our favorite emerging markets
include China, Brazil, India and Singapore. In the frontier class we
favor up-and-coming Vietnam. It has a young and educated
population that is eager to join the ranks of more affluent
populations. A more favorable regulatory system and a pro-free-
markets initiative will help Vietnam become one of the faster-
growing economies in Asia. We believe it is an ideal time to boost
exposure to this region, and that the emerging markets are poised
to lead the global equity markets in the coming decade. As I met
with leaders of education companies, financial firms and internet
search engines one common theme was emphasized by all
companies: a high level of expectation about personal growth. In
meeting with the executives and managers of these companies it is
quite evident that they place a very high emphasis on education
and personal growth. They expect to move forward and as a result
the companies have a very healthy expectation for development

and growth.
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The following provides some statistics which support our
conclusions:

1.) Economic growth is driven by investment and
consumption. The emerging markets now have a base of
1.7 billion consumers with incomes in the $5,000 - $20,000
range. This is the sweet spot for consumption. We expect
the emerging markets are beginning a very large surge in
consumption from within their economies, which will drive
high economic growth.

2.) Valuations are now extraordinarily attractive. Due to the
global economic crisis, all equities have been reduced in
value. Earlier this year the emerging markets were very
attractively priced. Today they are priced about average P/E
ratio (price/earnings ratio) over the past seven years.
Today’s emerging markets trade at about 15 times next
year’s estimate of earning. Superior growth rates, better
financial health, a stronger banking system than the West,
and moderating inflation are all reasons why the
discounted prices in these emerging markets will not last.
We expect a revaluation (mark-up to current valuations) to
begin soon. We believe five years from now many
emerging markets (possibly China) will trade at premium
valuations to developed markets.

3.) Mortgage penetration — underutilized leverage is present
now in emerging economies. Leverage will eventually be
tapped and will catapult growth.

4.) From a top-down perspective, the emerging markets
present an extraordinary situation. Emerging markets
have:

1.) 80% of the world’s population,
2.) 75% of the land mass,
3.) 66% of Foreign Exchange Reserve,

o .
Mortgage Loans as a % of GDP 4.) 50% of GDP (PP adjusted), and

USA 80% 5.) Only 10% of World Market Capitalization

[ We anticipate Emerging Markets’ world capitalization will
rise dramatically in the coming decade.

5.) Special Drivers: A low-cost work force that is highly
educated and motivated. Other reasons for the region to do
well include economic incentives and low taxes and other
infrastructure costs.
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