_The future of investing

Developing countries The global financial crisis mé,y e the making of smaller world markets
as they have gained investor favour by proving more resilient, write David Oakley and Gregory Meyer

Fmerging economies shine in dark times

THE FUTURE OF INVESTING
L

wwwift.com/investing

For many people the future of invest:
ing can be summed wp in two Words:
emerging markets.

This view has been strengthened by
the experience of the past two years,
when most of the financial problems
surrounding subprime, toxic assets,
stricken banks and overleverage were
features of developed markets, rather

.+ than emerging ones.

Moreover, it has been an emerging
market - China - that has led the
world back from recession, rather
than the US, the world'’s biggest econ-
omy, Which continues to struggle.

In other words, this 5 a crisis that
1ay prove the making of the emerg:
Ing markets, because during previous
bouts of global financial furbulence
they have often been harder hit than
their developed market counterparts.
This time, emerging markets
rebounded more quickly, and emerg-
ing market assets, particularly
equities, have staged far stronger
Tecoveries, 4

The improvement has béen so great
that some commentators even believe
that the term “emerging markets” is

. obsolete. !

Marko Dimitrijevic, chief invest-
ment officer at Everest Capital, a |
Miami-hased hedge fund manager, is
one of them. “You're basically buying

. something with similar risk, yet has
Detéer grofith characteristics.”

Jerome Booth, head of research af
Ashmore Investment Management,
says: ‘I think people have got to fun-
damentally rethink their view of the
world, the way they do their asset
allocation and risk, Brazil has a lower
default risk than Italy, given the risk
of & messy euro exit,

“Thefe is not wuch doubt Brauils
macro-economic fundamentals and
policy credibilty ave stronger than
Italy's, yet Brail is an emerging mar-
ket and Italy i an industrialised
country and part of the Group of

Seven [leading  industrialised
nations).”

Indeed, Brazil's status was
enhanced last week when it was

- selected ahead of Madrid, Tokyo and

(Chicago to host the 2016 Olympics.
And the shiff to emerging markets
Wwas further underlied o weeks ago
when the G20 was confirmed as one of
the world's primary international
forums, displacing the G,

The question now is how quickly,
emerging markets can progress from
exotic to mainsfream n the minds of
international investors,

“In spite of theit recent resilience,
the average pension fund allocates an
estimated § per cent of s portfolio to
emerging markets, yet they make up
30 per cent of the world's gross domes-
tic product, according to the Interna-
tional Monetary Fund.

Mike Gomez, cohead of emerging
markets portfolio management at
Pimeo, says: “Without question this is
an asset class that continues to
expand and is structurally under-
Invested by the majority of longer-
term fnvestors. This i an asset class
that has gone from eotic to more
mainstrearn over the past 10 years.”

The past 10 years has certainly seen
emerging markets burst dramatically
on to the global investment stage.

Emerging market funds under man-
agement, globally have increased to a
current $563bn from §64bn at the stat
of 1999, according to EPER Global, the
data provider. Yet, they are still just a
small part of the investable universe
compared with the $4400bn under
management in the developed world.

Bmerging market stocks now make

1p 11 per cent of the BTSE All World

index compared with 3 per cent in
2000, By contrast, developed stocks
have seen their share of capitalisation
on the FTSE All World index fall to
89 per cent from 97 per cent.

The reversal in fortunes reflects
thelr commitment to prudent eco-
nomic poticies and careful fiseal man-
agement, ;

Chris Cheetham, chief executive o
Halbis, the active manager within
HSBC Global Asset Management,
says: “The emerging markets have
had a good crists. Their position has
been strengthened and there is no
doubt that more money will flow into
the emerging world over the next few
years, 4



