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The current problems in Europe
and the fiscal weakness of the
UK, are the clearest possible
reminder of the profound shifts
taking place in the world
economy.

The strongest and most dynamic
economic growth in the world is
currently to be found in emerging
markets. Current projections
suggest this trend will only
strengthen in the next ten years
as debt reduction and fiscal
tightening slow growth even
further in Europe.

Over the last few months Brazil,
Singapore, India and China, have
all increased their growth
forecasts, with Singapore
enjoying a three month growth
rate above 10%.

The emerging market economies
have little or no sovereign debt
and equally virtually no borrowing
at a company level. In today’s
world, this financial strength is a
particular advantage.

The rich countries can afford to
invest in infrastructure and
industrial research and
development, whilst cash-rich
companies buy up distressed
assets either through stock
market acquisition or trade sales.

With little or no debt, emerging
market countries can afford to
keep corporate and individual

rates of taxation at low levels,
encouraging inward investment
and higher economic growth.

It is hard to see how Europe can
compete. Wages and social costs
reflect the wishes of the
democratic majority, yet hold
back long-term economic growth.

In the post-war generation, there
was a comfortable intellectual
consensus that free market
economic growth and democracy
went hand in hand, but it now
appears that strong economic
growth has little or nothing to do
with the political nature of a
society. Of the four BRICs, two
are vibrant democracies, but
equally China and Russia are
moving further away from
democracy as they grow, rather
than closer.

The credit crisis, and the ensuing
volatility in the stock market has
caused a worldwide reduction in
risk appetite and portfolio inflows.

However, as local growth rates
have slowed, European and US
investors are increasing their
holdings in emerging markets–
albeit from a low base. There
have been net inflows this year
into emerging market equities, in
spite of weak conditions in China.

Equity valuations across
emerging markets are still very
low by historic and western

standards, with few markets
trading above 11 x 2010
earnings. Dividend growth is
around twice that in developed
markets, and yields range
between 5-8%.

The valuation gap between high
yielding emerging market
equities and developed world
bonds is at its widest ever.
Current UK bond investors
paying higher rate tax, receive a
yield from Gilts of between 2-
2.4%, representing a guaranteed
annual loss of over  -1.5%, at
current inflation.

By contrast, many companies in
EMEA offer yields of 6-9%, with
dividend increases in line with
earnings growth of about 15% a
year.

With stock market conditions
volatile, the Kudu fund has
remained cautiously positioned,
with a low net exposure to the
direction of the market.

 However, the fund continues to
invest in strong companies,
exposed to favourable trends in
local or world economic growth,
and is prepared to increase
market exposure when
confidence returns to world
markets.

 George Case
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Kudu Emerging Markets Limited is the London based investment advisor to The
Kudu Fund, an emerging market absolute return fund. The primary objective
of the fund is to achieve long term capital growth by investing in poorly understood
markets with high levels of mispricing.

The Kudu Fund takes a fundamental approach to investing and looks to capitalise
on valuation discrepancies and developing themes across the regions of Africa, the
Middle East, southern and eastern Europe as well as western companies with
emerging market exposure.

The Kudu Fund is invested in equities, both long and short, and generally invests
with a time horizon of 3–18 months.

For more information contact George Case:  george@kudufunds.com  Tel: +44 (0)1491 638 125
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Total Return  [   ]
Numbers net of fees (    class)

Jan Feb Mar Apr May Jun Jul Aug Sept Oct Nov Dec YTD

2001      -1.0 -1.3 -3.0 -5.4 2.0 7.4 2.4       0.6

2002 0.6 -0.5 5.3 2.9 0.0 -10.5 4.8 -0.5 -1.5 0.0 1.4 -4.0 -3.5

2003 -2.9 -2.3 2.6 -0.3 1.5 -3.0 3.9 1.7 0.3 3.1 1.2 1.1    6.9

2004 3.9 4.7 -0.1 0.1 -0.1 0.1 -0.2 1.4 1.4 3.5 5.1 8.6 31.8

2005 4.6 4.1 -2.9 -1.0 1.5 1.8 7.1 2.6 3.2 -2.4 1.3 6.3   29.1

2006 6.0 5.0 -1.4 1.5 -5.3 -5.5 0.8 0.8 3.3 4.5 2.6 5.0 17.7

2007 4.6 2.0 0.2 3.7 0.5 0.3 1.5 -6.6 -0.5 5.4 -4.2 0.8   7.3

2008 -6.2 0.1 -7.3 0.8 -0.9 -4.4 -8.2 -3.6 -1.2 2.1 -0.9 -1.2 -27.3

2009 -1.5 -0.9 1.3       2.9       7.9 -2.5      3.7      0.1        2.4      -2.4     -2.0    -1.9   6.9

2010 -0.2 1.76-1.0 3.24 -0.18


