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I

ONE OF THE MOST frequent questions I get asked is:
“When’s the best time to invest?” The answer is: The
best time to invest is when you have money. The reality
is that market timing is impossible, and since purchasing
ordinary shares of companies traded on a stock exchange
(which is called equity investing) is the best way to pre-
serve value, rather than leaving money in a bank account,
it is most advisable to just get going. Don’t wait for the
fabled perfect moment. That answers the question of
when to buy, but what about knowing when to sell? My
advice on that issue is that an investment should not be
sold unless a much better investment has been found to

replace it.
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““The best time to invest is when you have money.”
—Sir Jobn Templeton

To me, more important than the question of when to
invest is the question of where to invest. My bias rests
with emerging markets. Emerging markets are the finan-
cial markets of economies that are in the growth stage of
their development cycle and have low to middle per capita
incomes. The opposite of an emerging market is a devel-
oped market, the financial market of a mature economy
with a high per capita income.

Emerging markets possess a greater upside in the
long term because of their strong economic growth.
Specifically, they offer the best opportunity for higher
returns and diversification. It might also surprise you to
know that emerging economies account for about two-
thirds of the world’s land mass—that’s a large part of the
world that you can’t afford to miss out on!

Emerging markets are close to my heart; having
worked in emerging countries for more than 40 years,
I’ve learned a great deal about how their markets work
and where money can be made. This book not only intro-
duces you to emerging markets, but also describes where,

why, and how you can invest in them. I also give you
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insights into individual markets and some of the crises
that these markets have withstood; I hope to equip you
with information that will help you better navigate through
your search for investments in these markets.

But while we’re on the topic of when, I’d like to share
something I’ve learned over the years: Bull markets run
longer and gain more in percentage terms than bear mar-
kets, which last a short period of time and fall less in
percentage terms. This is an important overall phenome-
non of which to be aware, because it is a factor when
deciding whether to invest.

Market timing is difficult, but it is generally safe to
assume that a bull market is coming eventually and that
the stock market will rise above its previous highs during
that time. Moreover, if you’re strong enough to hold
your own in both up and down markets, the best thing to
do is to buy more stocks when the bear market comes,
because it is going to be shorter in duration than the bull
market. Investors who bought during the last bear market
in 2008, for example, in many emerging markets doubled
their money. Of course we’ll have more bear markets going
forward, but the lesson is clear.

Before diving in, let’s look at an example. In January
1988, a bull market run in emerging markets began that
lasted for about nine and a half years and saw the index

climb over 600% from its starting point. The ensuing
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bear market lasted just over a year and saw a loss of more
than 50% in the value of the index. The next bull market
began in September 1998, and over the course of a year
and a half, gained over 110% in value. This was followed
by a similar-duration bear run in which prices declined by
close to 50%.

The point is clear, and can be demonstrated again
from October 2001 to November 2007, when the bull

market returned more than 530% in just over six years,

The Ups and Downs (but Mostly Ups) of the MSCI Emerging
Markets Index
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and was followed by a bear market that lost 65% in the
subsequent 12 months.

Throughout the book you’ll find Field Notes from
my recent trips to countries considered to have emerging
or frontier equity markets. These notes highlight indus-
tries to watch for and offer a glimpse into the sentiment
there.

While there is no simple secret, blueprint, or road
map to guarantee long-term success in emerging markets,
there are plenty of good, solid lessons such as diversifica-
tion, taking a long-term view, focusing on fundamentals,
and tolerating market volatility. These lessons and more
are what I have tried to put together in this book. I only
hope that this Little Book can be your guide to big profits

in emerging markets.
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THE VIEWS EXPRESSED IN this book are solely my own, and
do not necessarily represent the views of my employer.

The opinions expressed should not be relied upon as
investment advice or an offer for a particular security.
These opinions and insights may help you understand our
investment management philosophy.

Statements of fact included in this book are from
sources considered reliable, but the author makes no repre-

sentation or warranty as to their completeness or accuracy.



Wha‘[ Are Emerging
Markets?

An Investment Opportunity
Not to Be Missed

WHILE I WAS STUDYING economic development at MIT
in the early 1960s, the term underdeveloped countries was
still in use, while more palatable euphemisms like develop-
ing countries were just coming into being.

The term emerging markets entered the vocabulary of

the investment world in the late 1980s. The International
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Finance Corporation defined an emerging market this
way: “A market growing in size and sophistication in
contrast to a market that is relatively small, inactive, and
gives little appearance of change.” At the time, the term
was a declaration of hope and faith on the part of those
of us who were studying emerging stock markets, because
many of these markets—such as those of Argentina,
Peru, and Venezuela—were submerging faster than they

were emerging.

T]ne Name of ‘[Le Game

The purview of international portfolio investors was quite
limited in the early days. In fact, if the concept of emerg-
ing markets had been current at that time, Japan would
probably have been placed in that category. In the 1960s,
investing in Japan was considered to be a risky and pio-
neering adventure; it was known as a land of cheap and
shoddy exports, weak currency, and an unstable political
future.

When Sir John Templeton asked me to manage
the first emerging markets fund in 1987, a universally
accepted operational definition of an emerging market did
not exist. Intuitively it was known that emerging implied
developing or underdeveloped, but it wasn’t possible to
ascertain what the cutting-off point for “emerging” ver-

sus “emerged” markets would be. However, the World
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” “middle-income,”

Bank’s classification of “high-income,
and “low-income” countries on the basis of per capita
income was a good start. The middle- and low-income
countries were considered to be “emerging.”

Since 1987, when that original list of emerging mar-
kets was compiled from World Bank data, there have been
a number of changes in the per capita income rankings of
countries, with countries moving into new categories.

For example, the matter of countries with huge natu-
ral resources in the developing world, particularly in the
Middle East, had to be addressed. While these countries
clearly could not be classified as developed because of
the low levels of infrastructure and income distribution
at that time, they often had high per capita income levels
due to the strong exports of resources such as oil and gas.
Thus, although such countries as Qatar and Kuwait had
per capita incomes significantly higher than the low- and
middle-income countries, the distribution of that income
was such that general living standards had not reached
developed country status.

Some of the emerging country stock markets are well
developed and are considered by some international inves-
tors as not belonging to the emerging country category.
For example, Hong Kong is considered by a number of
international investors as one of the world’s major stock

markets and therefore is not included in their lists of
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emerging markets. One pension fund manager said, “I
don’t consider Hong Kong an emerging market because
it’s easy to invest there and it’s very liquid.” However,
when you consider the fact that Hong Kong is part of
China, which is in the middle per capita income category,
it is clearly in the emerging country category. Another
important factor that needs to be taken into consideration
is that in the case of many of the listed companies in
Hong Kong, a large part of their earnings are generated
in China; thus it would be mistake not to include those

opportunities in the emerging market category.

I

Emerging markets are the financial markets of
economies that are in the growth stage of their
development cycle and have low to middle

per capita incomes.

Emerging, Emerging. Emergecl!

Another question: When does a stock market cease to be
an emerging market? As emerging country income levels
rise and emerging stock markets become more developed
and easily accessible to all international investors, we then

face the challenge of deciding which countries or markets
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should be deleted from the list and which should be
added. For example, there has been much talk of whether
South Korea and Taiwan should graduate to the status of
developed markets.

The emerging markets list will continue to change
as economic and political situations evolve around the
globe. For now, though, emerging market countries
are considered to include those classified to be develop-
ing or emerging by the World Bank, the International
Finance Corporation, the United Nations, or the coun-
tries’ authorities, as well as countries with a stock market
capitalization of less than 3% of the MSCI World index.
These countries are typically located in Asia (excluding
Japan), the Middle East, Eastern Europe, Central and
South America, and Africa. Of all the markets, about
170 countries meet these conditions today.

At first glance, it may seem that the range of coun-
tries is prohibitively diverse for serious investment analy-
sis. But there were, and still are, practical factors that
serve to reduce the list for investors. Many countries
were excluded as initial investment possibilities because of
a number of barriers, such as foreign investment restric-
tions, taxation, and the lack of stock markets. Gradually
more and more countries finally abandoned the socialist/
communist economic model and came to realize that a

market economy would yield faster growth. This resulted



